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Net Sales 

(millions) 


Net sales increased again in 
2004, the fourth consecutive 
year of growth. 


i 
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Operating Profit 

(millions) 

Operating profit increased 
despite significant investment 
in future growth. 




Cash Flow (a) 

(millions) 

Cash Flow, defined as operating 
cash flow less capital expenditure, 
grew to $950 million in 2004. 
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Net Earnings Per Share 


(diluted) 

Earnings per share of $2.14 were 
11% higher than in 2003. 


D Kellogg 

•— S&P Packaged Foods Index 



Total Share Owner Return 

For the fourth consecutive year, Kellogg 
Company's total return to share owners 
has exceeded that of the S&P Packaged 
Foods Index. 


Financial Highlights 


(dollars in millions, except per share data) 

2004 

Change 

2003 

Change 

2002 

Change 

Net sales 

$9,613.9 

9% 

$8,811.5 

6% 

$8,304.1 

10% 

Gross profit as a % of net sales 

44.9% 

.5 pts 

44.4% 

-.6 pts 

45.0% 

.8 pts 

Operating profit 

1,681.1 

9% 

1,544.1 

2% 

1,508.1 

29% 

Net earnings 

Net earnings per share 

890.6 

13% 

787.1 

9% 

720.9 

52% 

Basic 

216 

12% 

1.93 

9% 

1.77 

51% 

Diluted 

214 

11% 

1.92 

10% 

1.75 

51% 

Cash flow (a) 

950.4 

3% 

923.8 

24% 

746.4 

-13% 

Dividends per share 

$1.01 

- 

$1.01 

- 

$1.01 

- 


(a) Cash flow is defined as net cash provided by operating activities, reduced by capital expenditure. The Company uses this non-GAAP financial measure 
to focus management and investors on the amount of cash available for debt repayment, dividend distributions, acquisition opportunities, and share 
repurchase. Refer to Management's Discussion and Analysis on page 28 for reconciliation to the comparable GAAP measure. 
















Staying 0 n Track 

Kellogg Company had another successful year in 
2004. We continued our strategy of growing our 
cereal business, expanding our snacks business, and 
pursuing selected growth opportunities. We man¬ 
aged our business using our Volume to Value 
and Manage for Cash operating principles, and we 
exceeded our targets. We are committed to remaining 
dependable and providing sustainable growth into 
the future. We really are Staying On Track. 


2004 Annual Report 


With 2004 net sales of nearly $10 billion, Kellogg Company is the world's 
leading producer of cereal and a leading producer of convenience foods, 
including cookies, crackers, toaster pastries, cereal bars, frozen waffles, 
and meat alternatives. The Company's brands include Kellogg's®, Keebler®, 
Pop-Tarts®, Fggo®, Cheez-lt®, Nutri-Grain®, Rice Krispies®, Murray®, Austin®, 
Morningstar Farms®, Famous Amos®, and Kashi®. Kellogg products are 
manufactured in 17 countries and are marketed in over 180 countries 
around the world. 
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Kel I ogg Company At 
A GI ance 


ellogg Company's business is 
l\ broadly divided into two divi- 
f % sions: Kellogg North America 
and Kellogg International. Kellogg North 
America includes retail cereal, retail 
snacks, and frozen and specialty channels 
businesses in both the United States and 
Canada. Kellogg International is divided 
into businesses in Europe, Latin America, 
and Asia and Australia (Asia Pacific). 


The North American Retail Cereal busi¬ 
ness includes many of the Company's 
popular brands such as Special K, Kellogg's 
Frosted Flakes, and Kashi, our natural brand. 
The North American Retail Snacks busi¬ 
ness includes Keebler cookies and crackers, 
such as Chips Deluxe and Cheez-lt, whole¬ 
some snacks, such as Fruit Twistables fruit 
snacks and Nutri-Grain bars, and our pop¬ 
ular toaster pastry brand, Pop-Tarts. The 
Frozen and Specialty Channels business 
includes brands such as Eggo, Morningstar 
Farms, and Worthington, and the food serv¬ 
ice, convenience store, vending, and drug 
store businesses. 

The Kellogg International business focuses 
almost exclusively on the cereal and 
wholesome snack 

categories within the respective regions. 
The European business includes cereal 
brands such as 

Special K and Crunchy Nut Cornflakes and 
wholesome snacks such as 
Special K bars. The Latin American busi¬ 
ness also focuses predominantly on cere¬ 
al, including brands such as Zucaritas and 
Kellogg's Cornflakes, and wholesome snacks 
such as All-Bran bars. The Asia Pacific busi¬ 
ness includes cereals such as Kellogg's Bran 
Flakes and All-Bran in Japan and 
Nutri-Grain in Australia. Our snack brands 
in Asia Pacific include Special K bars, Nutri- 
Grain bars, and Muesli bars. 


Kellogg North 
America 

Kellogg North America pro¬ 
duces and markets branded 
cereal and convenience foods 
sold primarily through gro¬ 
cery stores, mass merchandis¬ 
ers, membership club stores, 
and foodservice distributors 
in the U.S. and Canada. 


2004 Net Sales 
by Product Group 




2004 Internal Net Sales 
Growth* by Product Group 



Frozen and 
Specialty Channels 










Kellogg International 

Kellogg International is comprised 
of our cereal and convenience 
foods businesses outside of 
North America. Our primary 
regions include Europe, Latin 
America, and Asia Pacific. 


2004 Net Sales 
by Product Group 



2004 Internal Net Sales 
Growth* by Product Group 














To 0 ur Share 0 wners 



I must begin by recognizing the vision and legacy of our for¬ 
mer chairman and CEO, Carlos Gutierrez. We are proud of 
him and wish him all the best as Secretary of Commerce of the 
United States I mudt also say that I am honored, after 30 years 
of deep involvement with the Kellogg Company, to become its 
chairman and CEO. I have a strong affection for, and belief in, 
this wonderful company; I have every confidence that our 25,000 
employees and our Board of D irectors will stay on track, continue 
our success and deliver dependable, sustain able growth. 


James M. Jenness 

Chairman of the B oand 
Chief Executive Officer 


Kellogg Company 
% of 2004 Revenues 



North America 
Frozen & 
Specialty Channels 


Latin America 


Asia Pacific 


North America Retail Cereal 


Our Company had another very good year in 2004. We exceeded our targets 
and achieved excellent results while maintaining our discipline and following 
our proven strategy of growing our cereal business, expanding our snacks 
business, and pursuing selected growth opportunities. While we have 
achieved a great deal over the last few years, we are never satisfied. Our 
recent success has been aimed at positioning us for a strong future and we 
have built an excellent foundation upon which to grow. In fact, we constantly 
look for ways to shape our future and focus all our efforts on continuing to 
execute a plan that will deliver strong, dependable growth for years to come. 

Exceeding Expectations 

O ne of the strengths of our Company is the philosophy of setting 
realistic targets for all our financial goals. In 2004, our results 
again exceeded almost all of these targets. 

Revenues. Revenue growth for the full year was nine percent, significantly 
greater than the low single-digit growth rate that we target. Even internal 
growth, which excludes the effect of acquisitions and divestitures, the effect 
of currency exchange, and differences in the number of shipping days, was five 
percent. This is an encouraging result, one that highlights the strength of our 
Volume to Value operating principle. In fact, much of 2004's growth in revenues 
came from improvements in mix. This, in turn, was made possible by the 
effective innovation and brand-building programs we executed this year. 





















Operating Profit. Revenue growth without regard for increases in expenses 
will not result in operating profit growth. The Company's internal operating 
profit increased by four percent in 2004, as we remained very focused on 
containing cost inflation and driving increased productivity. This result was in 
line with our long-term target of mid single-digit growth in operating profit. 
That we achieved this while making significant investments for the future, 
absorbing increased commodity costs, and increasing our investment in brand 
building, is a testament to our strategy and the ability of our employees. 

Earnings. Diluted earnings per share increased by 11 percent in 2004; this was 
also greater than our long-term target of high single-digit growth. Earnings 
growth resulted primarily from the strong revenue growth we achieved during 
the year. In addition, lower interest expense as a result of debt repayment, and 
the effect of foreign exchange, also contributed to the growth. 

Cash Flow. Ultimately, the value of a company represents its ability to generate 
cash flow. That is why our organization is so focused on this important metric. 
In 2004 we generated $950 million of cash flow*, which exceeded earnings by 
$59 million. All our employees are aware of how they can affect cash flow and 
all have a strong incentive to focus on improvement. Cash flow provides the 
Company with the financial flexibility to reduce debt, repurchase shares, pay 
dividends, and consider making small, complementary acquisitions. We will 
continue to focus on reducing our debt, and we will also continue to 
repurchase shares of our Company. The way we used our cash was balanced 
between the repurchase of shares and the reduction of debt in 2004, and we 
will continue this trend in 2005. 

Share Owner Return. Each of these results is reflected in our Company's share 
price and annual total return. In 2004, our stock provided share owners with 
a total return of 20 percent, which compares favorably with the industry 
average of 18 percent and the S&P500 index's return of 10 percent. In fact, 
over the last three years, our stock has averaged an annual return of 17 percent. 
This is also significantly greater than the industry's average annual return of 
10 percent and the S&P500's average annual return of three percent. We 
remain pleased that the market recognizes the strength of our business 
model and that our investors have benefited as a result. 


Shaping Our 0rganization 


m 1 company is only as good as its people. That is why we are so 

committed to developing our employees throughout their careers. 
# 1 In 2004, we conducted another K Values Culture Survey. This 

survey was sent to all 25,000 of our employees and was translated into 50 
languages. It provided the opportunity to voice concerns and effect change 
in the organization. For example, the last survey led to the establishment of 


*Cash flow is defined as cash from operating activities less capital expenditures. Refer to Management's 
Discussion and Analysis on page 28 for reconciliation to the comparable GAAP measure. 


In 2004, our stock provided 
share owners with a total 
return of 20 percent, which 
compares favorably with 
the industry average of 
18 percent and the 
S&P500 index's return of 
10 percent. In fact, over the 
last three years our stock 
has averaged an annual 
return of 17 percent. 




Diverity involves 
everyone and 
e/erything, 
excluding no one. 


Indus'on is the way we 
encourage all employees 
to hdp build, and be 
part of, our culture. 


4 


We constantly aim to 
expand the diversity of 
thought, background, 
experience, ethnicity, 
and gender of our 
employees in total. The 
simple fact is that it is 
good business for our 
organization to reflect 
the composition of our 
customer base. 


the Talent Management Worldwide program and the development of a 
group dedicated to the Company's diversity and inclusion programs. 

The Talent Management Worldwide program was designed to improve the 
process of managing people and stresses communication between the 
manager and the employee. It is imperative that we do all we can to nurture 
the career of each of our employees. Equally as important, we want our 
Company to build a long-lasting relationship with our employees. 

For that reason, diversity and inclusion remain very important issues for the 
Company. We constantly aim to expand the diversity of thought, background, 
experience, ethnicity, and gender of our employees in total. The simple fact 
is that it is good business for our organization to reflect the composition of 
our customer base. 

■ Our Ethnic Marketing Group is doing an excellent job reaching out to 
a diverse consumer base. In fact, we have earned a third of the ethnic 
market for U.S. cereal sales. 

I Our Supplier Diversity Program focuses the organization on sourcing 
materials from alternate vendors. Like the broader diversity program, 
this initiative makes good business sense and it helps our Company 
mirror the composition of the communities in which we do business. 

H We support and encourage various employee affinity groups within the 
organization. The Kellogg African American Resource Group, Women 
of Kellogg, and the Young Professionals group are all examples of 
resources available to our employees. These groups are open to all 
employees and promote the individual's development through the 
provision of information, informal mentoring opportunities, and the 
chance to develop a network of contacts. 

We also made a series of moves designed to strengthen our management 
team, broaden their experience, and help their personal development. 

David Mackay continues in his position as president and chief operating officer 
and was named to the Board of Directors. David has been instrumental in 
the success of the Company in recent years and this appointment reflects 
his significant contributions. We are confident that David will bring a unique 
perspective to the governance issues and broader strategic initiatives that are 
addressed by the Board. 

John Bryant was promoted to president, Kellogg International. John has 
made notable contributions to our Company over the last few years, most 
recently as chief financial officer. John led our finance organization through a 
time of significant change and left the group in a far stronger position. Last 
year he added responsibility for the management of our U.S. natural and 
frozen businesses. John brings great insight to our entire international busi¬ 
ness and will continue to build and position it for future success. 






Jeff Montie was promoted to president, Kellogg North America. Jeff led 
the great success enjoyed by our U.S. Morning Foods business in recent 
years and, last year, added responsibility for management of the Canadian 
operations. Jeff has managed many of our domestic and international 
businesses over the years and will now bring his expertise to the entire 
North American organization. 

Jeff Boromisa was promoted to chief financial officer. Jeff is a 23-year 
veteran of the Kellogg Company, who has served in leadership positions in 
our procurement group, internal auditing group, corporate finance and 
treasury operations, and North American and corporate planning; most 
recently he served as corporate controller and chief financial officer of 
Kellogg International. Jeff has been instrumental in the execution of our 
Volume to Value and Manage for Cash principles and his transition to CFO has 
been seamless. 

The largest change undergone by our organization in 2004 was the 
announcement of the departure of our chairman and chief executive officer, 
Carlos Gutierrez. Carlos had a truly remarkable career with the Company, 
and he has left an indelible mark on this organization. Fortunately, one of 
Carlos' many strengths was his ability to motivate people and build a strong 
organization. As a result of his foresight, the Company and our management 
team remain well positioned for the future. 


Staying On Track 


1 / 1 / 


e have dramatically changed our Company over the last four 
years and really have shaped our future. We are committed to 
delivering sustainable, dependable performance and we have 
concentrated our efforts on growing our cereal business, expanding our 
snacks business, and pursuing selected growth opportunities. The remark¬ 
able revenue and profit growth that we have enjoyed has been a direct 
result of successful execution throughout the organization, including the 
introduction of innovative new products and brand-building programs. 


We also recognize that 
health issues are becoming 
increasingly important to 
consumers We have 
always been concerned 
that our products be part 
of a healthy diet; in fact, 
the very beginning of our 
Company stems from a 
search for a healthy food. 
We have never forgotten 
this and continue to intro¬ 
duce products that provide 
the nutritional benefits 
consumers want in each 
of the categories in which 
we compete 


5 



Value-added products are an integral part of our Volume 
to Value operating principle and we constantly strive for 
new, and better, ideas. Research into, and development of, 
differentiated new products is essential to our innovation 
process. Some of the people responsible for our innovation 
team's success in 2004 are (front row) Joseph George, 
D'Anne Hayman, Christine Wentworth, Gloria Cagampang, 
(back row) Lisa Bander, Ken Patterson, and John Kepplinger. 
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We were among the first 
oompani es i n the i ndustry 
to adopt realistic, but 
challenging targets and 
it has been a significant 
competitive advantage 
for us We bdie/e that 
maintaining these targets 
is the right thing for the 
long-term health of our 
business We do not force 
our managers into 
actions that might 
drive good results in the 
near-term, but that 
might have a lasting, 
negative result in the 
long-term. 


Innovation. We introduced a significant number of new products in 2004 
after a similarly strong program in 2003. These products resonated with 
consumers and generated excitement in their respective categories. This was 
demonstrated by the contribution that mix played in our revenue growth; 
mix improvement is simply the sale of a higher-priced, value-added product 
in place of a lower-priced, less value-added product. We continue to focus 
on meeting the needs and demands of consumers and providing them with 
a wide range of choices. 

We also recognize that health issues are becoming increasingly important to 
consumers. We have always been concerned that our products be part of a 
healthy diet; in fact, the very beginning of our Company stems from a search 
for a healthy food. We have never forgotten this and continue to introduce 
products that provide the nutritional benefits that consumers want in each 
of the categories in which we compete. For example, we introduced Smart 
Start Soy Protein and All-Bran bars in the U.S. in 2004 and have many more 
products planned for introduction around the world in 2005. 

Brand Building. Our Company produces some of the world's best loved and 
most trusted brands. These brands are also a competitive advantage for us 
as they provide a point of differentiation and immediate credibility for our 
new products. Consequently, we devote a meaningful amount of time and 
resources to the development of our brand-building programs, such as 
advertising and consumer promotion. In 2004, we increased our spending 
on brand building at a double-digit rate and created programs that resonated 
with consumers. For example, most businesses ran a localized version of the 
two-week Special K challenge campaign. This program has been successful 
around the world and has helped build Special K into our largest global 
brand. We will continue to focus on this important part of our Volume to 
Value principle in 2005 and beyond. 

Focus. Most of our products, from Special K cereal, to Fruit Twistables fruit 
snacks, to Rice Krispies Treats, are sold in one or perhaps two adjacent aisles 
in the store. This focus gives us the advantage of concentrating on related 
businesses without the distraction of being involved in unrelated businesses 
in different categories. This focus extends into our international businesses, 
where we sell only cereal and wholesome snacks. Our share owners do 
not need us to diversify for them, but they do want us to focus on what 
we know and on those businesses where we can add value. Scale within 
categories adds value and that is where we will continue to concentrate 
our efforts. 

International Infrastructure. Our international infrastructure is another of 
our competitive advantages. We are fortunate that our founder, W.K. 

Kellogg, had the foresight to invest in many markets around the world early 
in the last century. Today, our products are produced in 17 countries and are 
enjoyed in more than 180 countries around the world. Despite this scale, 




our products remain very similar in each of these regions. This has allowed 
us to spread ideas across our businesses: We encourage our employees to 
take proven ideas from another country and adapt them to local tastes. For 
example, the idea for our new All-Bran bars originated in Mexico. From there 
it was adapted and the bars have already been introduced into both the U.S. 
and Canada. 

Realistic Targets. Perhaps as important has been the adoption of challenging 
but realistic performance targets. We were one of the first companies in the 
industry to take this step and it has been a significant competitive advantage 
for us. We believe that maintaining these targets is the right thing for the 
long-term health of our business. Our strategy is not to force our managers 
into actions that might drive good results in the near-term, but that might 
have a lasting, negative result in the long-term. 

Investment. In 2004, we implemented many initiatives designed to improve 
our operational effectiveness and position our Company for future growth. 
Since 2002, we have absorbed the cost of these projects in our performance, 
because we believe it is the right thing to do. We do not report corporate 
restructurings and ask our investors to exclude them from our performance. 
These projects, and the up-front costs associated with them, are simply a 
cost of doing business and should be a part of reported performance. It is 
important to note that these high-return initiatives help provide us with 
embedded earnings power and visibility. They really are investments for the 
future and are the right thing to do for our Company. 

We have done a significant amount of work over recent years to position 
our Company for future growth: We have implemented a straightforward, 
simple business model that focuses our Company on revenue growth and 
the generation of cash flow; we have redirected our resources to our core 
markets and invested for growth; we have adopted realistic targets that drive 
better decisions for the long-term health of the business; and we have made 
significant investment in initiatives designed to improve the efficiency of the 
business and provide increased financial flexibility. All of these things leave 
our Company in a much stronger position; a position from which we can 
grow. The transition was not easy, but our 25,000 employees have 
performed remarkably and we are confident that they will achieve even 
more in the years to come. We are staying on track; we have a plan that 
has worked and that will continue to work. Continuity of our strategy is 
important for our employees, our investors, and the long-term potential of 
our business. We hope that you agree that our Company is well positioned 
and thank you for your continued confidence. 


We have done a 
significant amount of 
work over recent years 
to position our Company 
for future growth. 


We have a plan that 
has worked and that 
will continue to work. 
Continuity of our 
strategy is important 
for our employees 
our investors and the 
long-term potential 
of our business 



James M. Jenness 

Chairman of the Board 
Chief Executive Officer 





Delivering Another Strong Year 



We delivered another year of strong results in 2004. Each of 
W our businesses around the world posted these results in the face 
W of significant cost pressures and competitive activity. Thisyear's 
excellent performance was also the direct result of the continued 
' execution of our proven strategy. Equally important, though, was 
the investment we made for the future. 0 ver the past few years we 
have laid a strong foundation for con s'stent growth; a foundation 
upon which we will grow in the years to come. 


David Mackay, 

President 
Chief Operating Officer 


Retail Cereal 

North America 
% of 2004 Revenues 



North American Retail Cereal 

7 he North American Retail Cereal business had another excellent 
year in 2004. Internal revenues increased by two percent, which 
met our long-term goals. It is notable that this growth builds on 
six percent growth in 2003 and came across the portfolio of brands and across 
segments. Importantly the business again benefited from excellent innovation 
and brand-building programs. In fact, we gained 0.4 points of U.S. retail cereal 
category share during 2004; this was our fifth consecutive year of category 
share gains.* 


Innovation. Various cereals introduced over the last year and a half contributed 
to sales growth in 2004, including Special K Vanilla Almond and a new version 
of Smart Start to add to the Smart Start Antioxidants version already on the 
market. The new Smart Start includes soy protein, which reduces the risk of 
heart disease and is rich in fiber, calcium, and iron. These cereals, targeted at 
health-conscious adults, have been well received and we have additional ver¬ 
sions, with differing nutritional profiles, planned for introduction. 


In addition, we introduced a new Banana Berry flavor of Fruit Harvest. The Fruit 
Harvest cereals, which contain real fruit, have also been a great success and are 
an excellent example of the way in which we can provide additional value to 
the consumer and excitement to the category. 


We also introduced one-third less sugar versions of Kellogg's Frosted Flakes and 
Froot Loops in 2004. Importantly, neither of these products includes any artificial 

* Source: Information Resources, Inc. FDM Ex. Wal-Mart. Rolling 52-Week Periods, 

Ended December 26, 2004. 



In 2004, we benefited from the introduction of Maple & Brown Sugar Mini- 
Wheats and a very successful advertising campaign for the entire Mini-Wheats 
line, which centered on the nutritional advantages that result from a high-fiber 
diet. This combination of brand building and innovation highlights the effect 
that these activities can have on revenue growth. While the new Maple & Brown 
Sugar flavor has done very well, revenues for the entire range of Mini-Wheats 
have also increased. Not surprisingly, we have new flavors of Mini-Wheats 
planned that will help us further capitalize on consumers' increased awareness 
of the benefits of a diet high in fiber. 

Our ability to execute consumer promotions across categories and across 
businesses is also a significant competitive advantage for us; it is one that we 
are increasingly benefiting from and one that we will utilize even more in 2005 
and beyond. 

For example, our Canadian business ran a pedometer promotion in conjunc¬ 
tion with the Special K brand. This enormously successful program gave con¬ 
sumers a free pedometer in each specially marked box of Special K. They could 



sweeteners. We recognize that health and obesity concerns are becoming ever 
more important to consumers. These products are intended to provide choice 
and have helped increase the overall sales 


growth of both brands. 

Advertising/Brand Building. Our brands are a 
significant competitive advantage for us. Built 
over the course of decades, they are instantly 
recognizable to consumers, provide a platform 
upon which we can advertise, and allow for the 
efficient introduction of new products and technology to the category. 

We believe that investment in brand building includes only advertising and 
consumer promotion. It does not include coupons, trade spending, or any 
other activity which reduces the price of our products. 


We believe that investment in brand building includes 
only advertising and consumer promotion. It does not 
include coupons; trade pending, or any other activity 
which reduces the price of our products 



Sales of Special K have grown very quickly in recent years. The brand is 
now our single largest around the world and accounts for a significant 
proportion of our business in some regions. This growth is due to very suc¬ 
cessful brand-building programs such as the "lose up to 6 pounds in two 
weeks" promotion in the U.S. In addition, an active innovation program 
has spurred sales and has led to new products such as Special K bars and 
new and exciting types of cereal. Tiziana Castiglioni is the director of 
Global Brands and coordinates Special K marketing on a global scale. 
Pictured: (front row) Angel Murphy, Tiziana Castiglioni, Leslie Lee, (back 
row) Marisa Thompson, Tim Borne, Terah Farness, and Theresa Flack. 






then measure the distance they walked or ran each day and could tailor their 
exercise programs accordingly. Special K has become a trusted brand world¬ 
wide and its image and positioning are truly unique. Our North American 
cereal business also ran successful tie-ins with various entertainment properties 



Pop-Tarts toaster pastries is our single largest brand in the U.S. 

Impressively, the brand posted double-digit sales growth in 2004 as a 
V result of innovation, excellent advertising programs, and growth of the core 
■ business. Pop-Tarts holds an 84 percent* share of the toaster pastry 
I category and truly is a unique brand. During 2004 we introduced a successful 
French Toast flavor; pictured is the team that worked on the introduction: 

(back row) Chris Noble, Chris Gambino, Charlie Gambino, Ron Jansen, Doug 
Edmonson, Dave Isaacs, (front row) Nancy Esterline, Jim Kincaid, Katie Gyekis, 
and Carolina Arana. 


Retail Snacks 

North America 
% of 2004 Revenues 



during 2004, including Disney, Spiderman, the Olympics, Cartoon Network, 
SpongeBob Squarepants, NASCAR, and The Incredibles. 

Focused Strategy. We maintain a focused strategy across all our businesses. 
This is evident in our North American cereal business where we provide con¬ 
sumers with choice without straying from our competencies. Ideas for new 
products and brand-building campaigns travel easily within the business unit 
and between business units. The similarity of our products and brands, across 
categories and regions, facilitates this process. 

2005 . We were very pleased with the growth seen in the North American 
Retail Cereal business in 2004. In 2005, we expect this business to deliver low 
single-digit sales growth, in line with our long-term goals. 

North American Retail Snacks 

7 he North American Retail Snacks business also had a very 

good year in 2004, after a challenging 2003. Internal revenues 
in 2004 increased by eight percent. This result is notable as it 
significantly exceeded our long-term growth targets. In fact, the cracker, 
toaster pastry, and wholesome snack businesses all posted growth in each 
of the quarters and for the whole year. We saw growth where we invested, 
and we focused our efforts on increasing the intensity of our innovation 
and brand-building efforts. 

* Source: Information Resources, Inc. FDM Ex. Wal-Mart. Rolling 52-Week Periods, 

Ended December 26, 2004. 






Innovation. One of the most successful products launched in 2004, by any of 
our businesses, was the Cheez-lt Twisterz line of crackers. Twisterz is a true prod¬ 
uct innovation: a twisted cracker that incorporates two delicious flavors. We 
launched two varieties of Twisterz early in the year, Hot Wings & Cheesy Blue, 



We introduced two flavors of Cheez-lt Twisterz during the ' 

first quarter of 2004 and, by almost any measure, they have 
been a great success. Twisterz are two-flavored crackers in a 
swirled shape, which was a challenge to get into production. 
Our team worked long hours to develop a solution and actually 
reached production ahead of schedule. Pictured: Scott Sundheim, 
Michael Toner, Margaret Bath, Michael Allen, Darryl Riley, and 
Brian Prechtl (seated). 


and Cheddar & More Cheddar. Due to the success of the brand, we have 
additional product and packaging innovation planned for the near future. We 
also introduced other new crackers during the year including new flavors of 
our original Cheez-lt cracker, SpongeBob Cheez-lt crackers, and the very successful 
Scooby-Doo Graham Cracker Sticks. 

We also introduced a number of new cookies in 2004. We launched two 
flavors of Sandies Fruit Delights, which have been very well received by con¬ 
sumers. Also well received was the introduction of SpongeBob Squarepants 
animal cookies. These cookies tied in with the broader SpongeBob Squarepants- 
themed promotions, which we ran across the businesses. This promotion 
demonstrates the flexibility of our focused strategy, in that it allows for the use 
of a promotional theme across our entire portfolio of products. The success of 
these products and ideas shows that we can generate growth where we 
concentrate our efforts and where we invest. We expect additional activity in 
2005 and anticipate continuing 2004's good results. 

We were also very active in the wholesome snacks business in 2004. The most 
significant innovation during the year was the introduction of our new fruit 
snacks in both the U.S. and Canada. Fruit snacks was a logical category for us to 
enter: Kellogg is a trusted brand name; we have experience using fruit in our 
products; and a majority of fruit snacks are sold in the same aisle as many of our 
other products. In the U.S., we introduced Disney fruit snacks, which are shaped 
like popular Disney characters, and Fruit Twistables, a unique innovation with an 
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intertwined combination of fruit flavors; in Canada we introduced a Froot Loops 
branded Fruit Twistables product. Each contains real fruit and has been a great 
success: In less than a year, we have attained the number two position in the U.S. 
category. We see great potential for growth in this category and will continue 
to innovate in the future. 

We also introduced various packaging innovations across our snacks business in 
2004 that addressed consumers' desire for additional convenience. The intro¬ 
duction of higher-count caddy packs, which are twelve-packs of single-serve 
packages of cookies and crackers, has been well received. Also well received 
was the new On-the-Go, single-serve packaging introduced across various 
cookie and cracker brands in 2004. 

DSD Execution. Another of our competitive advantages is the direct-store- 
door, or DSD, delivery capability utilized by our retail snacks business. Through 
DSD, Kellogg employees deliver, stock, and display our products on retail 
shelves. While this method of distribution is more expensive than traditional 
warehouse delivery, it is efficient for fast-selling, high-impulse items and pro¬ 
vides us with faster delivery and additional control of our products. For exam¬ 
ple, our DSD representatives are able to monitor levels of stock and ensure 
that our product is always available. They can also work with the retailer to 
build off-shelf displays that highlight specific products or combinations of 
products. This cooperation is good for both the retailer and our DSD business 
and helps drive increased revenue growth. 



Staying On Track 

We ran our first truly global promotion in the summer of 2004. 

The program , tied to the release of the Spiderman II movie , ran 
almost simultaneously in 42 countries. It included the introduction 
of limited-edition products and new packaging designed specifically 
for the event. The campaign was a huge success and we look forward 
to running additional global promotions in the future. A large team of 
people around the world made the program a success. Pictured: (front 
row) Sandy Uridge , Kristin Wesolowski, Sara Atchu , (back row) Rob 
Grainger, Julie Suehr, and Greg M iller. 




North American Frozen and Specialty Channels 

/ n 2004, the North American Frozen and Specialty Channels businesses 
continued their recent success. Internal revenues increased by four per¬ 
cent in 2004, after increasing by three percent in 2003. The Food- 
Away-From-Home business posted mid single-digit revenue growth for the 
year; the Eggo brand increased revenues at a double-digit rate for the year. 

Specialty Channels. In an effort to improve the focus of Kellogg Company's 
business in non-traditional retail channels, the Kellogg Specialty Channel 
Division was formed in 2004. This improved focus has enhanced our ability to 
innovate specifically for these customers, while improving the efficiency of our 
operations. In addition, we can also better leverage the similarities that exist 
across these channels and improve our sales and marketing execution. 

Innovation. Many industry participants have experienced weakness in their 
food-away-from-home businesses in recent years. Our business, however, was 
able to navigate through this difficult environment and actually increase its rev¬ 
enues. Innovation has been the main catalyst for this growth. In fact, over 
recent years, the percentage of sales generated by products introduced during 
the previous three years has grown substantially. We did not slow our innova¬ 
tion activity in 2004 either; we continued to expand our line of cereal-in-a-cup 
products and we introduced a wellness cereal pack, channel specific packages 
of our new Cheez-lt Twisterz , and fruit snacks. Our Club store business has 
gained share in both the ready-to-eat-cereal and wholesome snack categories 
and our Convenience and Drug businesses launched successful 99C packages 
of Keebler snacks. Finally, the Food-Away-From-Home team worked closely with 
the military to provide products and packaging specifically designed for this 
important customer. 

Frozen Foods. Our Frozen Foods business had a good year in 2004. The Eggo 
brand expanded its leadership in the Frozen Breakfast category by 0.5 points 
and its share of the Frozen Waffles category by 0.7 points.* Eggo now holds 
65 percent share of the Frozen Waffles category. This gain was the result of 
both innovation and continued investment in brand building. Eggo French 
Toaster Sticks continued their strong performance throughout the year in both 
the U.S. and Canada and we have more innovation planned for 2005. 
Morningstar Farms, our frozen meat-alternatives business, also posted good 
results in 2004 as it expanded its share in core categories. 

2005 . We anticipate that our North American Frozen and Specialty Channels 
businesses will post low single-digit internal sales growth in 2005 as a result of 
continued strength from new products and successful brand-building programs. 


Frozen and Specialty Channels 

North America 
% of 2004 Revenues 





* Source: Information Resources, Inc. FDM Ex. Wal-Mart. Rolling 52-Week Periods, 
Ended December 26, 2004. 





Fortunately, our founder, 
W.K. Kellogg, had the fore 
sight to invest in many 
international markets 
almost 100 years ago. 


Europe 

% of 2004 Revenues 



International 

O ur international infrastructure is also a significant competitive 

advantage for our Company and would be very difficult and expen¬ 
sive to recreate. Fortunately our founder, W.K. Kellogg, had the 
foresight to invest in many international markets almost 100 years ago. 
Consequently, many consumers in international regions feel an affinity for our 
brands and consider them to be of local origin. Our longevity in these regions 
also provides insight into the respective markets and the ability to take proven 
ideas from one region and tailor them to another. In fact, we encourage our 
employees to share ideas with each other whenever possible. For example, 
many cereal and snack products, including several versions of Special K and our 
new All-Bran bars, were introduced in one market and have subsequently 
spread around the world. This process also provides the added benefit of 
keeping the products in our portfolio very similar across regions; this improves 
the efficiency of global promotions and eases the transfer of additional 
proven ideas. 

These similar portfolios of products provide us with another benefit: They 
allow us to effectively spread advertising and promotional ideas from business 
to business. For example, in the summer of 2004 we ran a Spiderman-themed 
promotion, almost simultaneously, in 42 countries. This is something that few 
other companies could achieve and we gained significant benefits of scale 
from the similarity of the products in all those regions: Kellogg's Frosted Flakes 
in the U.S., Frosties in the United Kingdom, and Zucaritas in Mexico all ran similar 
promotions, which included inserts such as toys in the box. Some of our busi¬ 
nesses in smaller countries, which might not have been able to do so before, 
were also able to participate. The purchasing power generated by the partici¬ 
pation of businesses in 42 countries greatly improved the economics of the 
Spiderman program. 

Europe 

7 he European business posted strong internal revenue growth of 
four percent in 2004, which was its highest internal growth for a 
decade and which built on similarly good growth of three per¬ 
cent in 2003. Europe implemented the Volume to Value process later than did 
the U.S. business, but the principle is now showing excellent results across the 
region. In fact, the U.K., our single largest business in Europe, posted increased 
local-currency revenues of two percent in 2004. The U.K. business maintained 
its category-leading share during the year, despite an aggressive competitive 
environment. The remaining businesses, which account for approximately half 
of sales in the region, posted aggregate internal revenue growth of four per¬ 
cent for the year. This resulted primarily from exposure to high growth mar¬ 
kets, such as Italy and Spain. 






Our Mexican business has developed its direct-store-door, or DSD, delivery 
capability over recent years. Through DSD, our employees deliver snack products 
directly to the retailer and stock and merchandise our products. Much like the 
comparable system in the U.S., this Mexican DSD system helps drive increased 
revenue growth and is good for both the retailer and Kellogg. The system has 
grown to more than 1,000 routes, and sales increased at a strong double-digit 
rate in 2004 after almost doubling in 2003. The people responsible for this 
growth and success include Melchor Ocampo, Victor Childress, Carlos Canals, 
Jose Antonio Saldana, and Alejandro Salicrup. 


Innovation. The innovation program in Europe also produced many new products 
during 2004. In the U.K., products such as Special K Lite Bites, Frosties Light, and 
yogurt-coated varieties of Special K and All-Bran have helped spur this growth. We 
also introduced Rice Krispies Muddles in the U.K. This unique, great tasting cereal 
contains a prebiotic that actually helps children's digestion and health. Again, 
some ideas that have made their way around the globe also added to growth in 
Europe. Sales of Special K bars continued to grow and a new version, Apple and 
Pear, contributed to that brand's very strong double-digit growth in 2004. We also 
introduced yogurt varieties of Nutri-Grain bars and Extra bars in four flavors. 

Finally, our European business also adapted Mexico's All-Bran bar to local tastes 
and introduced it during 2004. 

Advertising/Brand Building. Brand-building activity is one of the primary drivers of 
the success of Volume to Value, and Europe is no exception. In 2004, Europe partic¬ 
ipated in the very successful, global Spiderman- themed promotion through the 
introduction of new products and the marketing of existing brands. This included 
toys in the box and packaging designs unique to the program. In addition, we ran 
a number of challenge campaigns for Special K in most of the countries in Europe. 
These promotions, timed to run early in the year and immediately before sum¬ 
mer, were a great success. They challenged consumers to eat Special K, and in the 
U.K., Crunchy Nut Cornflakes, twice a day for two weeks. Each of the flavors of 
Special K cereal benefited from this excellent brand-building program, as did prod¬ 
ucts in different categories such as Special K bars. The European business has also 
extended the challenge idea into the area of general health with an All-Bran chal¬ 
lenge. Not coincidently, this was an idea first conceived in Mexico and was adapt¬ 
ed for the European market. 

2005. We expect low single-digit internal sales growth in the European business 
in 2005. We anticipate that this growth will be driven by a strong promotional cal¬ 
endar and good new product introductions, despite a competitive environment 
that has been increasingly difficult. 




Latin America 
% of 2004 Revenues 




Latin America 

/ nternal revenue growth in Latin America was 11 percent in 2004. 

This exceeded our goal of low single-digit growth and built on strong 
13 percent growth in 2003. Mexico accounts for the majority of this 
business, although we have growth businesses throughout the region. The Latin 
American business has effectively leveraged corporate-wide ideas in ways 
specific to that region. It is also a significant source of ideas and talent that 
find their way to other regions. 

Innovation. We made a considerable amount of investment in innovation in 
Latin America during 2004. For instance, we introduced Zucaritas Turbo Mix, in 
Mexico. This product builds on the brand equity of Tony the Tiger, but with a 
high-energy, sports-oriented positioning. This is an example of the way in 
which we can energize an existing brand and bring excitement to the category. 

We continued to see very strong growth in our snacks business in Mexico, 
even after this business almost doubled in size in 2003. In fact, in 2004 we 
began the construction of a manufacturing facility in Mexico which will pro¬ 
duce cereal and snacks for that market. In addition, we further increased the 
scale of our direct-store-door delivery system, which when combined with a 
solid innovation program and good execution, contributed significantly to 
overall sales growth. There are numerous examples of how innovation and 
brand building drove sales growth in 2004. Nutri-Grain, All-Bran, and Choco 
Krispies bars all saw excellent growth as a result of increased focus and activity. 

We also took a great idea from the North American business and introduced it 
into Mexico. Pop-Tarts is an approximately $500 million business in the U.S. and 
holds a share of 84 percent of the toaster pastry category. It is still early, but 
we are encouraged by the initial success of Pop-Tarts in Mexico. 

Advertising/Brand Building. Around the world, our products provide the excite¬ 
ment and taste enjoyed by children combined with the nutritional benefits 
desired by parents. In 2004, we continued our Defensa K marketing campaign in 
Latin America. This program has been very successful as it highlights the nutri¬ 
tional content of our products, particularly the iron content, which is important 
in a region with a relatively high incidence of anemia. 

In addition, we ran many other promotional campaigns during the year. Mexico 
was a participant in the global Spiderman promotion, the SpongeBob Squarepants 
promotion, a Disney package inserts program, and also introduced a popular Yu- 
Gi-Oh! version of Choco Krispies. All are additional examples of the ways in which 
we can leverage our global scale, excite consumers, and drive category growth. 

2005 . For 2005, we again expect low-to-mid single-digit internal growth from 
our Latin American business as the categories continue to grow and we maintain 
leading category shares in most of the region. 




Asia Pacific 

In Asia Pacific, internal revenue growth was two percent in 2004. This built on 
growth of three percent in 2003. We are pleased with this result as we faced 
an increasingly competitive environment in Australia in 2004 and weakness in 
the South Korean cereal category. 

Innovation. Nutri-Grain cereal is one of our strongest brands in Australia. The 
brand has a healthy, youthful image and sports orientation, which is very popu¬ 
lar with teens. In 2004, we introduced a new berry variety, a distinctly different 
flavor that was marketed using the same message as the original. We also 
introduced Nutri-Grain bars in Australia in 2004. It is early, but we are very 
encouraged by the initial success of these products. In addition we introduced 
a very successful new Apple and Cinnamon flavor of Special K in Australia. This, 
and a new Peach and Apricot Special K bar, added to the significant growth of 
the brand in 2004. We also introduced a one-third less sugar version of Frosties 
in South Korea to offer choice to consumers. 

Advertising/Brand Building. The Asia Pacific region was also very active with 
brand-building programs in 2004. A very effective initiative was built around 
our Nutri-Grain brand in Australia. This was a program which challenged con¬ 
sumers to eat the cereal for six weeks in order to improve their fitness and 
increase their levels of energy. The program was a derivation of the challenge 
programs which ran elsewhere in 2004 and is another example of how a good 
idea can be tailored to specific products and regions. 

In addition, the Australian business, which developed the pedometer idea, 
used it again during the fourth quarter. This promotion was designed to coin¬ 
cide with the Australian summer and has been well received by consumers. 

In Asia, we ran successful health-oriented programs on Cornflakes in India and 
on All-Bran in Japan. In addition, Frosties promotions, including Spiderman and 
mini discs in the box helped increase sales of the brand in Japan in 2004. 

2005. We expect low single-digit sales growth in our Asia Pacific business in 
2005, despite a more challenging competitive environment in Australia. 


Asia Pacific 
% of 2004 Revenues 






Volume to Value is the 
primary piece of our 
broader operating 
principle as it ensures 
that we remain focusd 
on profitable revenue 
growth rather than 
volume growth. 
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We believe that the 
earnings and cadi flow 
accumulated over time 
using our strategy will 
far exceed the results 
achieved by chasing 
unreasonable goals 


A Consistent, Proven Process 



olume to Value is the initial piece of our broader operating principle 
as it ensures that we remain focused on sustainable, profitable 
revenue growth rather than volume growth. 


We again executed the Volume to Value principle across our businesses in 
2004. New products that consumers value and the successful support from 
effective advertising and consumer promotion drive mix improvement. This 
provides revenue growth and higher margins, as consumers value the added 
benefit from innovation. This, in turn, provides additional profit that we can 
invest in continued innovation and brand building. Continuing the successful 
innovation and brand-building programs is the key to sustaining the momen¬ 
tum of the business. 


In 2004, we again increased our investment in brand building at a double-digit 
rate; we also invested significantly in innovation. In fact, products introduced 
in the last three years accounted for more than 15 percent of sales in 2004. 
This is a dramatic increase from the low double-digit rate of only a few years 
ago. Consequently, price increases and mix improvement added three per¬ 
cent to revenue growth in 2004 while internal net sales increased by five per¬ 
cent. Gross profit margin expanded by 50 basis points, despite continued high 
commodity costs and significant investment in efficiency initiatives. This was 
made possible by the improvement in price/mix, improved productivity, and 
cost savings. All of which combined to produce increased earnings, which can 
be reinvested in brand building and innovation for growth in 2005 and beyond. 

In addition, the organization remained focused on Manage for Cash, the second 
part of our operating principle. We are constantly trying to decrease the 
amount of cash we have committed to working capital. By decreasing the 
amount of inventories we have, by increasing the speed with which we collect 
receivables, and by better managing our payables, we use less cash. In 
addition, we are committed to prioritizing the amount of cash we will spend in 
any year on capital expenditure. Ours is not a capital-intensive business and 
we have been successful at eliminating unnecessary expenditures. This 
vigilance, and increasing earnings, provides cash that we can use for debt 
repayment, the repurchase of shares, payment of dividends, or to make small, 
complementary acquisitions. 
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In 2004, core working capital* decreased to 7.3 percent of sales; a dramatic 
decrease from 11.3 percent of sales in mid 2001; this decrease represents four 
consecutive years of improvement. Capital expenditure in 2004 was three per¬ 
cent of sales, also a dramatic decrease from the six percent level of 1998. This 
year's spending was in line with our long-term target; our capital discipline 
ensures that we invest in only the projects with the highest returns. We con¬ 
stantly focus on ways in which we can produce new products with existing 
capacity and how we can improve current procedures. Our supply chain man¬ 
agers have done an excellent job evolving our production capabilities as our 
product portfolio has evolved. 

Total cash flow for the year was $950 million. This compares favorably with 
the $924 million generated last year, especially considering that we made 
$20 million more in total contributions to benefit plans this year than last. 

We used nearly $300 million of cash flow to repay debt and increase our 
financial flexibility. We also repurchased approximately $300 million of our 
own shares in 2004. In 2005, we expect to continue to repay debt, but also to 
continue our share repurchase program, much as we did in 2004. Accordingly, 
the Board of Directors has authorized a $400 million share repurchase program 
for 2005. 

Realistic Targets. The final piece of our operating principle involves setting real¬ 
istic long-term targets. Only a few years ago, the packaged food industry as a 
whole had unrealistic targets for revenue and earnings growth. Our Company 
was one of the first to recognize that unrealistically high targets were unsus¬ 
tainable and attempting to achieve them, even in the short-term, could lead to 
disastrous decisions. Consequently, in 2000, we adopted the low single-digit 
internal revenue growth and high single-digit earnings growth targets that we 
have used since. Importantly, these are the same targets given to our man¬ 
agers. Our business model can support these growth rates without us having 
to mortgage future results to achieve short-term targets that are too high. 

We believe that consistent, dependable results are far preferable to a couple 
of years of excellent, but unsustainable growth, followed by a period of dra¬ 
matic under performance and restructuring charges. We believe that the 
earnings and cash flow accumulated over time using our strategy will far 
exceed the results achieved by chasing unreasonable goals. 


Improving Working Capital 


Core Working Capital as % of Net Sales * 



Continued Strong Cash Flow 



Kellogg defines Cash Flow as cash from 
operating activities, less capital 
expenditure. Refer to Management's 
Discussion and Analysis on page 28 for 19 
reconciliation to the comparable 


Debt Outstanding - As of Year End 
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Our Snacks business undertook a major project to move 
its operations from Elmhurst, Illinois to our corporate 
headquarters in Battle Creek. This move, designed to 
create better synergies and streamline our marketing 
and brand-building activities, was achieved with minimal 
business disruption. The hard work of the entire snacks 
team made this initiative an unqualified success. 
Pictured: (front row) Todd Penegor, Melissa Pawlowicz, 
(back row) Tim Goaley, and Bill Hutchinson. 


Ready To Grow 
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We have done a lot of work over the last four years 
improving our C ompany. We have dramatically 
changed the ways in which we conduct our bus ness 
We have changed our strategy, the way in which we 
measure success, and even our long-term goals 


e have done a lot of work over the last four years improving our 
Company. We have dramatically changed the ways in which we 
conduct our business. We have changed our strategy the way in 
which we measure success, and even our long-term goals. We also changed the 
way in which we communicate our performance and the way we measure the 
ongoing health of the business. 

We do not believe in taking periodic, large charges and then asking our share 
owners to disregard the cost. Rather, we believe, these charges are an ongoing 
cost of business and we absorb them into our performance as they occur. For 
example, if we close a plant or write-off an asset, 
it will impact the results of the period during 
which the event occurs. We have completed 
many such projects over the past two years. In 
fact, we absorbed up-front costs associated with 
cost-reduction projects of $71 million in 2003 
and $109 million in 2004. 


We target a very high rate of return on the projects and typically expect a less 
than five-year payback period. These projects are necessary to maintain the 
ongoing health of the Company and we are already benefiting from the proj¬ 
ects that were completed in 2003 and 2004. 





In 2004 we converted to the SAP information system throughout Europe. 
This was a major undertaking by our Information Technologies group and 
business unit personnel and it is a testament to their hard work and technical 
competencies that systems in the entire region were converted on time, with 
essentially no disruption to the business. 


• We completed the relocation of our European headquarters from 
Manchester to Dublin. This plan was designed to improve the coordination 
and integration of the pan-European business. A majority of our European 
staff has elected to move to Dublin and 
we expect no disruption to operations 
as a result of the transition. 

• We moved our Snacks business from 
Elmhurst, Illinois, to our headquarters 
in Battle Creek this year. This move 
was designed to increase the efficiency 
of the business through better coordination of activities. For example, coor¬ 
dination between the marketing departments for Special K cereal and Special 
K bars is now far easier. As with the European move, many of our employ¬ 
ees elected to make the move to Battle Creek. Again, we saw very little dis¬ 
ruption to the business, as this year's results demonstrate. 


The investment that we have made in our businessin 
2004 has been extensive We undertook some Signifi¬ 
cant projects designed to improve our efficiency and we 
invested in brand building and innovation in all of 
our busnesses These actions were all desgned to add 
to the foundation we built over the past few years 


We closed our Worthington, Ohio, veggie-foods plant and consolidated the 
production in Zanesville. The capacity rationalization will significantly 
improve our cost structure and operating efficiency. 



Staying On Track 

Conversion to a new information system can be a long and trying 
process. At Kellogg , we have a world-class information technologies 
group that understands the challenges and is dedicated to seamless 
implementation. The team responsible for the conversion of our entire 
European business to SAP in six months includes Svetla Koleva, David 
Carr, Ray Shei (seated), Rolando Ortiz, Diana Karklins, and Jim 
Snow. Not pictured: Patrick Galizio 


The investment that we have made in our business in 2004 has been extensive. 
We undertook some significant projects designed to improve our efficiency 
and we invested in brand building and innovation in all of our businesses. 

These actions were all designed to add to the foundation we built over the 
past few years. 






We Act With Integrity 
And Show Respect 

• Demonstrate a commitment to 
integrity and ethics 

• Show respect for and value all indi¬ 
viduals for their diverse back¬ 
grounds, experience, styles, 
approaches, and ideas 

• Speak positively and supportively 
about team members when apart 

22 • Listen to others for understanding 

• Assume positive intent 

We Are All Accountable 

• Accept personal accountability for 
our own actions and results 

• Focus on finding solutions and 
achieving results, rather than mak¬ 
ing excuses or placing blame 

• Actively engage in discussions and 
support decisions once they are made 

• Involve others in decisions and 
plans that affect them 

• Keep promises and commitments 
made to others 

• Personally commit to the success 
and well being of teammates 

• Improve safety and health for 
employees and embrace the belief 
that all injuries are preventable 
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Val ues 


Our Company has many competitive advantages that have been devel¬ 
oped over the years, but our people are by far the most important. We 
constantly strive to engage, motivate, and develop our employees. 
Consequently, we have 25,000 business people all focused on the 
Company's future. We have a set of values, which encompass the way 
we run our business and build relationships with our employees. 


We Are Passionate About 
Our Business Our Brands 
And Our Food 

Show pride in our brands and 
heritage 

Promote a positive, energizing, 
optimistic, and fun environment 

Serve our customers and delight 
our consumers through the quality 
of our products and services 

Promote and implement creative 
and innovative ideas and solutions 

Aggressively promote and protect 
our reputation 

We HaveT he Humility 
And H unger To Learn 

Display openness and curiosity to 
learn from anyone, anywhere 

Solicit and provide honest feedback 
without regard to position 

Personally commit to continuous 
improvement and be willing to 
change 

Admit our mistakes and learn 
from them 

Never underestimate our 
competition 


We Strive For Simplicity 

• Stop processes, procedures, and 
activities that slow us down or do 
not add value 

• Work across organizational bound¬ 
aries/levels and break down inter¬ 
nal barriers 

• Deal with people and issues 
directly and avoid hidden agendas 

• Prize results over form 

We L ove Success 

• Achieve results and celebrate when 
we do 

• Help people to be their best by 
providing coaching and feedback 

• Work with others as a team to 
accomplish results and win 

• Have a "can-do" attitude and drive 
to get the job done 

• Make people feel valued and 
appreciated 

• Make the tough calls 



Management's Discussion and Analysis 

Kellogg Company and Subsidiaries 


RESULTS OF OPERATIONS 

Overview 

Kellogg Company is the world's leadiFig producer of cereal and a 
leading producer of conveniencefoods, including cookies, crackers, 
toaster pastries, cereal bars, frozen waffles, and meat alternatives. 
Kellogg products are manufactured and marketed globally. 
We curresti| manage our operations based on the geographic 
regions of North America, Europe, Latin America, and Asia Pacific 
This orgarsiziti&nil structure is tfebasis of the operating segment 
data presented in this repot. 

In late 2004, air chief executive officer, Carlos Gutierrez, accepted 
lie invitation of the President of the ynied States to serve as U .S. 
Secretary of Commerce, subject to Senate confirmation. In early” 
2005, Carlos assumed his cabinet post and James jenness was 
appointed the new CEO of Kellogg Company. David Macfcay 
continues to serve as president of our Company and has been 
appointed to the Board of Directors, 

Despite these leadership changes, we will continue to manage our 
Company for steady, consistent growth andfff attractive dividend 
yield, which together should provide strong total return for 
shareholders. We plan to continue, to achieve this sustainability 
through a strategy focused on growing our cereal business, 
expanding our snacks business, and pursuing selective growth 
opportunities. We support ouf business strategy with operating 
pllfciples that emphasize sales dollars over shipment volume 
(Volume to Value), as well as cash flow and return on invested 
capital (Manage for Cash). We believe the success of our strategy 
and operating principles are reflected in our steady growth in 
earnings and cash flow over the past several years, This growth 
has been achieved despite significant challenges such asffifrtg, 
commodity and benefit costs and increased investment in brand 
building, innovation, and cost-reduction initiatives. 

For the fiscal year ended January 1,2005, the Company reported 
diluted net earnings per share of $2 14, an 11% increase over 
fiscal 2003 results. Consolidated net sales and operating profit 
each grew approximately 9%, with net earnings up 13%. For the 
year ended December 27, 2003, net earnings per share were 
$192, a 10% increase over fiscal 2002 net earnings per share of 
$1.75. For 2004, net cash provided from operating activities was 
$1,229.0 million, a 5% increase over the 2003 amoutf of 
$1,171.0 million. 


Net sales and operating profit 

2004 compared to 2003 


The following tables provide an analysis of net sales and operating 
profit performance for 2004 versus 2003: 


(dollars in millions) 

North 

mjm 

Europe 

Latin 

America 

Asia 

pact: ( 3)1 

Corporate 

Consoli¬ 

dated 

2004 net sales 

$6,369.3 

$2,007.3 

$718.0 

$519.3 

$- 

$9,613.9 

2003 net sales 

$5,954.3 

$7734.2 

$666.7 

$456.3 

$- 

$8,8115 

% change - 2004 vs. 2003: 
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21 % 

3.7% 

s# 

2.7% 

- 

2.9% 

Subtotal ■ Internal business 

5.0% 

3.6% 

iii% 

2.3% 

- 

5.0% 

Shippinf day differences {c| 

1,S» 

m 

- 

n 

- 

1.3% 

ftrelpftffificy impact 

j® 

ui% 

-3.4% 


- 

2 . 8 % 

Total change 

7.0% 

15.7% 

7.7% 

33.8% 

- 

9.1% 








(dollars in millions) 

North 

America 

Europe 

Latin 

America 

Asia 

teli'li 

Csp# 

dated 

2004 operating profit 

$1,240.4 

$292.3 

$185.4 

$79.5 

($116.5) 

$76811 

2003 operating profit 

$7134.2 

$279.8 

$168.9 

$611 

($99.9) 

$7544.1 

% change - 2004 vs. 2003: 







Internal business 

6.5% 

■74% 

14.1% 

33.8% 

■16.1% 

4.5% 

Stopping day differences (tp g 

1,41 


- 

2 . 8 % 

-5% 

2.01 

feptifi currency impact 

.5% 

I’;" 

-4.3% 

13.4% 

- 

2.4% 

Total change 

9.4% 

4.5% 

9.8% 

30.0% 

■16.6% 

8.9% 


(a) Includes Australia and Asia. 

ill We measure the volume impact (tonnage] on revenues based on the stated weight of our product shipments. 


(c) impact of 53rd week in 2004. Refer to Mote 1 wftin Notts to Consolidated f inancial Statements for .fader information. 

During 2004, consolidaifflietsales increased approximately 9 
percent. Internal net sals (which: eludes rt: impact of currency and, 
if applicable, acquisitions, dispositions and shipping day differences) 
grew 5%, which was os top of approximately 4% growth in the prior 
year. During 2004, successful imnovatiii and brand-building 
investment antinued to drive growth in mostofwrbusinesses. 

North America reported net sales growth of approximately 7%, with 
internal growth across all major product groups. Internal net sales of 
our North America retail cereal business increased approximately 2%, 
with successful innomtios and consumer promotion activities 
supporting sales growth and category share gains in both the United: 
States and Canada. Internal net sales of our North America retail 
snacks business increased 8%, with Ihe wholesome snacks, crackers, 
and toaster pastries complaints of our snacks portfolio all 
contributing to that growth. While our cookie sales were essentially 
unchanged from: the prior year, we were pleased with this 
performance, in light of a category decline in measured channels of 
approximately 4%. We believe the recovery of our snacks business 
this year was due primarily to successful product aid packaging 
innovation, combined with effective execution in ptirdirect store-door 
delivery system. Internal net sales of our North America frozen 
and specialty channel (which includes food service, vending, 
convenience, drug: stores, and custom manufacturing) businesses 
collectively increased approximately 4 percent. 














Net sales ii@flfiprop.ean operating segment increased approximately 
16%, with internal sales growth of nearly 4%. Both pur U tv business 
«nit and pan-European cereal business achieved internal net sales 
growth fir the year of approximately 2%. Sales of our snack products 
wifif the region grew at a strong double-digit rate. 

Strong performance in Latin America resulted in net sales growth of 
approximately 8%, with internal net sales growth of 11% more than 
Offsetting unfavorable foreign currency movements. M eitof this 
growth was due to very strong price/mix and tonnage improvements 
in both cereal and snack sales by our M exican business'^ 

Net sales in our Asia Pacific operating segment increased 
approximately 14% due primarily to favorable foreign c me he/ 
movements with internal net sales grawtijf.2%. Strong internal net 
sales performance in Australia was partially offset by a sales decline in 
Asia, due primarily to the effect of negative publicity regarding 
sugar-containing products in Korea throughout most of the year. 

Consolidated operating profit increased approximately 9% during 
2004, with internal growth of more than 4%. This internal growth 
was achieved despite increased brand-building expenditures and 
significantly higher commodity costs. Furthermore, corporate operating 
profit for 2004 includes a charge of $9.5 million related to CEO 
transition expenses. Lastly, as discussed in the “Cost-reduction initia¬ 
tives" section beginning on page 25, we absorbed in operating prof! 
significant up-front costs in both 2003 and 2004, with 2004 charges 
exceeding 2003 charges by approximately $38 million. 

The CEO transition expenses arise from the aforementioned 
departure of Carlos 'Sutierrez related to his appointment as U.S. 
Secretary of Commerce. The total charge (net of forfeitures) of $9.5 
million is comprised principally of $3.7 million for special pension 
termination benefits and $5.5 million for accelerated vesting of 
606,250 stock options. 

Operating profit for each of fiscal 2003 and 200:4 includes intangibles 
impairment losses of approximately $10 miliion.The 2003 loss was to 
reduce the carrying value of a contract-based intangible asset and 
was included in North American operating profit. The 2004 loss was 
comprised of $7.9 million to write off the remaining value of this 
same contract-based in tangible asset in North America and $2,5 
million to write off goodwill in Latin America 
2003 compared to 2002 

The following tables provide an analysis of net sails and operating 
profit performance for 2003 versus 2002, These results have been 
restated to conform to |^s 2004 operating segment presentation 
as follows; 1) 2003 and 2002 Canadian results were combined 
into North America, 2) certain 2003 and 2002 U.S. export 
operations were moved from 1 U.S. to Latin America, and 3) certain 
2003 SGA expenditures wLpe reallocated between Corporate 
and North America. 


(dollars in millions) 

North 

America 

Europe 

Latin 

Amehca 

Asia 

twitti): 


Consoli¬ 

dated 

2003 net sales 

$5,954.3 

$1,734.2 

$666.7 

$456.3 

- 

$8,8115 

2002 net sales 

$5,800.1 

$1,469.8 

$648.9 

$385.3 

- 

$8,304.1 

% change- 2008ijp 




* 



Volume (tonnipHS 

-2% 

-«§: 

?ii 


- 

- 

Pricing/ mix 

ii 

3.4% 

$38; 

1.81 

- 

3.8% 

Subtotal - internal business 

3.1% 

2.8% 

13.4% 

2.6% 

- 

3.8% 

Dispositions (M 

-at 

- 

- 

- 

- 

-8% 

Foreign currency impact 

n 

15.2% 

-It!! 

15,8% 

- 

3.18 

Total change 

2.7% 

18.0% 

2.7% 

18.4% 

- 

6.1% 


(dollars in millions) 

North 

ftriitt 

Europe 

Latin 

America 

Asia 

PaftW 

Corporate 

Conso - 
dated 

2003 operating profit 

$1,134.2 

$279.8 

$168.9 

$611 

($99.9) 

$1,544.1 

2002 operating profit 

$1,138.0 

$252.5 

$170.6 

$38.5 

($915) 

$3,508.1 

% change - 2003 vs. 2002: 







Internal business 

-.3% 

■2.1% 

112% 

38.1% 

■9.2% 

11% 

Dispositions (c) 

-.8% 

- 

- 

- 

- 

-.6% 

Foreign currency impact 

.8% 

K.9% 

-12.2% 

!$ji 

- 

1.9% 

Total change 

-.3% 

10.8% 

■10% 

58.8% 

■9.2% 

2.4% 


(a) Includes Australia and Asia. 

|b) fe measure the volume iipct Spff# on revenues based on the stated weight of our product shipments. 

(c) Impact of results for the comparable 2002 period prior to divestiture of varip. IS private label operations. 

D mi a 2003, we achieved consolidated internal oat sales growth if 
nearly 4%, against a similar year-ago growth rate. North American 
nit sales lithe retail cereal channel increased approximately 6%, as 
## combination of brand-building activities and innovation drove 
highif tonnage and improved mix. A modest U.S. cereal price 
increase taken early in 2003 also contributed to the sales increase 
internal net sales if our North American snacks business were 
approximately even with the prior year. The 2003 sales performance 
of our North American snacks- business was negatively impacted by 
gar strategic decisions to discontinue a low-margin contract 
manufacturing relationship in May 2003 and to accelerate 
stock-keeping unit (SKUf rationalization, beginning in the second 
quarter of .2003. In addition to these strategic factors, our Ng# 
American snacks business experienced a decline in cookie sales, 
which we believe was a result of aggressive price promotion by 
corrtpittefs, a relative lack of innovation and brand-building 
activities, and current trends in consumer preferences. Internal net 
sales of our North American frozen and specialty channel businesses 
collectively increased approximately 3 percent. 

Total international net sales increased over 5% in local currencies 
with growth in all geographic segments. Our European operating 
segment exhibited strong sales and category share performance 
throughout 2003, benefiting from increased brand-building 
investment and 1 innovation activities across the region. Internal ill: 
sales growth: in Latin America was driven by a strong performance 
by our M exican business unit in bill cereal and snacks. Our 
Asia Pacific operating segment delivered solid internal net sales 
growth, as significant pricing and mix improvemiftts Offset 
the tonnage impact of discontinuing product lines in Australia and 
Asia in late 2002 













Consolidated internal operating profit increased only 1% during 
2003, as significarat charges related to .cost-reduction initiatives 
(refer to discussion below) partially offset solid underlying business 
growth. isrth America internal operating profit declined slightly, 
absorbing the majority of the charges, as well is higher commodity, 
energy, and employee benefit costs, and a $10 million intangibles 
impairment charge. International operating profit increased over 6% 
on a local currency basis Brand-building expenditures increased 
significantly in all core martets, reaching a double-digit growth rate 
on a consolidated basis. 

For 2002, the Company recorded in cast of goods sold an impair¬ 
ment loss of $5 million related to. tht-Company's manufacturing 
facility for China, representing a decline in real estate market value 
subsequent to an original impairment loss recognized for this 
property in 199?. The Company completed a sale of this facility in 
late 2003, and the carrying value of the property approximated the 
net tales proceeds. 


Margin performance 

M argin performance is presented in the following table. 


Change vs. prior year (pts.) 


2004 

2003 

2S02 2004 2003 

Gross margin 

44.9% 

44.4% 

45.0% .5 4 

sons 

■27.4% 

-26.9% 

-261% -.5 -1 

Operating margin 

17.5% 

is 

12% - -7 


faiMing, general, and administrative expense as a percentage of net sales. 


For 2004, our consolidated gross margin increased 50 basis points 
over the prior-year results. OurstcphJ sales growth continued to 
prodiuei significant operating leverage. This factor combined with 
mix improvements and productivity savings, offset the unfavorable 
impact of higher commodity costs, as well as charges associated 
with our cost-reduction initiatives (refer to discussion below). 
The 2003 gross margin reflects similar dynamics, except that 
unfavorable cost pressures (commodities energy, employee benefits) 
more thin offset the favorable factors such as operating leverage 
and mix, resulting in a 60 basis point decline versus 2002 
Our investment in package-related promotions and cost-reduction 1 
initiatives also dampened gross margin performance. 

The SGA% remained fairly steady from 2002 to 2004, as significant 
increases in brand-building and innovation expenditures over this 
time period were offset by overhead savings 
For 2005, we expect cortouing modest improvement in our gross 
margin, wti reinvestment in brand butting and innovation, so as to 
maintain' a relatively steady operating margin. 

Cost-reduction initiatives 

We view otrcortinued spending on cost-reduction initiatives as part 
of OUf ongoing financial strategy to reinvest earnings so as to provide 
greater reliability in meeting long-term growth targets, initiatives 
undertaken must meet certain pay-back and internal rate of return 
m) targets. We currently require each project to recover total cash 
implementation costs within a five-year period or to achieve an IRR 


of at least 20 percent. Each cost-reduction initiative is of relatively 
short duration ^normally one year or less), and begins tg deliver cash 
savinfs and/or reduced depreciation during tie first year of 
implementation, which is then used to fund new initiatives. To 
implement these programs, the Company has incurred various 
up-front costs, including asset write-offs, exit charges, and other 
project expenditures, which we include in our measure and 
discussion of operating segment profitability within the “ttet sales 
and operating profit" section beginning on page 23. 

M ajor initiatives commenced ip 20* 4 were the global fallout Of the 
SAP information: technology system, reorganization of pan-European 
operations, consolidation of U.S. meat alternatives manufactuirtft| 
operations, and relocation of our U.S. snacks business unit to Battle 
Creek, Michigan. Major actions implemented in 2003 included 
a wholesome snack plant consolidation in Australia, manufacturing 
capacity rationalization in the M ercosur region of Latin America, and 
a plant workforce reduction in Great Britain. Additionally, during all 
periods presented, we have undertaken various manufacturing 
capacity rationalization andi efficiency initiatives primarily in our 
iaith American and European operating segments, as well as the 
2GC3 disposal of a manufacturing facility lift China, Future iitiitivfS 
are still in the planning stages and individual actions are being 
announced as plans are finalized. The cost-saving ififriaiivts that we 
are plaifri ; || could potentially result in a yret-undetermined amount 
of asset w rite-offs and Otter costs during 2005. 

For 2004, total program-related charges were approximately $10$ 
million, comprised of $41 million in asset write-offs, $1 million: for 
special pension termination benefits, $15 million in severance and 
other exit costs, and $52 million in other cash expenditures such as 
relocation and consulting. Approximately 40% of the 2004 charges 
were recorded in cost of goods sold, with 'the balance recorded in 
selling, general, and administrative (SGA) expense. The 2004 charges 
impacted our operalif segments as follows (in millions): North 
America-$44, Europe-$65. 

For 2003, total program-related charges were approximately $71 
million, comprised of $40 million in asset writeoffs, $8 million for 
special pension termination benefits, and $23 million in severance 
and other cash exit costs. These charges were recorded principally in 
ffiSt of goods sold and impacted our operating segments as follows 
(in millions): North America.-$3 6, Europe-$21, Latin Am®ctca-$8, 
Asia Pacific-$6. 

At year-end 2003, thfeixit cost reserve balance totaled approxi¬ 
mately $19 million. These reserves were principally comprised of 
severance obligations recorded in 2003, which were paid out 
during the first half of 2004. At year-end 2004, the exit cost 
reserve balance totaled approximately $11 million, representing 
severance costs to be paid out in 20.0.5 







2004 initiatives 

During 2004, our global rollout of the SAP information technology 
system resulted in accelerated depreciation of legacy software assets 
tt be abandoned in 2005, as well as related cotiiiilingi and other 
implementation expenses, fill I incremental costs for 2004 were 
approximately $30 Bon In close association with this SAP rollout, 
we-undertook a major initiative to improve the organizational design 
and effectiveness of pan-European operations. Specific benefits of 
ibis initiative are expected to include improved marketing and pro¬ 
motional coordination across Europe, supply chain network savings, 
overhead cot reductions and tax savings. To achieve these benefits, 
we implemented, at the beginning of 2005, a new European legal 
and operating structure headquartered in Ireland, with strengthened 
pan-European management authority and coordination. During 
2004, we incurred various up-front costs, including relocation, sever¬ 
ance, and consting, of approximately $30 miion. Additional reloca¬ 
tion and other costs to complete this business transformation dunng 
tie next several years are expected to be insignificant. 

To improve operations and provide far future growth, during 2004, 
we substantially complete! our plan to close a meat alternatives 
manufacturing facility in Worthington, Ohio. The plan included the 
out-sourcing; of certain operations and consolidation of remaining 
production at the Zanesville, Ohio facility by early 2005. The 
Worthingtftl facility originally employed approximately 300 
employees, of which approximately 250 have separated froittle 
Company as a result of the plant closure. Total asset write-offs, 
severance, and other up-front costs of the project are expected to be 
approximately $30 million, of which approximately $20 million' was 
recognized during 2004. M anagement expects to complete a sale of 
the Worthington facility in 2005. 

in trier to integrate it with the rest of our U.S. operations, daring 
2004, we completed the relocation of our U.S. smacks business unit 
from Elmhprst Illinois (the former headquarters of Keebler Foods 
Company) to Battle Creek, M ichigan. About oni-fitird of the 
approximately 300 employees, affected by this initiative accepted 
relocation/reassignment offers. The recruiting effort to fill the 
remaining open positions was substantially completed by year-end 

2004. Attrlbutille to this initiative, we incurred approximately $15 
million: is relocation, recruiting, and severance costs during 2004. 
Subject to achieving certain employment levels and other regulatory 
requirements, we expect to defray a significant portion of these 
up-front costs through various miftiyear tax incentives, beginning in 

2005. Be Elmhurst office building was sold in file 2004, and the net 
sales proceeds approximated carrying value. 

2003 initiatives 

During 2003, we implemented a wholesome snack plant 
consolidation in Australia, which involved the exit of a leased facility 
and separation of approximately 140 employees. We incurred 
approximately $6 million in exit costs and asset write-offs during 
2003 related to this initiative. 


We also undertook a manufacturing capacity rationalization in the 
M ercosur region of Latin America, which involved the closure of an 
owned facility in Argentina and separation of approximately 85 plant 
andi administrative employees during 2003. We recorded an 
impairment loss of approximately $6 million to reduce the carrying 
value of the manufacturing facility to estimated fair value, aid 
incurred approximately $2 million of severance and closure costs 
during 2003 to complete this initiative, in 2004, we began importing 
our products for sale in Argentina from other Latin America facilities. 
In Great Britain, we initiated changes in plant crewing to better 
match the work pattern to tie demand cycle, which resulted in 
voluntary workforce reductions of approximately 130 hourly and 
salaried employee ptsitBOl During 2003, we incurred Approximately 
$16 million in separation benefit costs related to this initiative. 

Interest expense 

Since the acquisition of feebler Foods Company in early 2001, our 
Company has paid down nfitfly $2.0 billion of debt, even 
early-retiring debt in each of December 2003 and 2004. 
Earty-retirement premiums, which primarily represent accelerated 
interest, are recorded in interest expense and were $4.3 million in 
2004 and $16.5 million in 2003, After peaking in 2002, annual 
interest expense has declined steadily for the past two years, due 
primarily te continuing pay-down of our debt balances and lower 
interest rates on refinanangs. 


(dollars in millions) 




Change vs. 

prior year 


2004 

2083 

2 « 

2004 

2003 

Reported interest expense 

$308.6 

$371.4 

$391.2 



capitalized 

.9 

- 

if 



Gross interest expense 

$309.5 

$371.4 

$3922 

■16.7% 



We currently spct total-year 2005 interest expense to be slightly 
less thsa$300 million, representing a decline of 3-4% from the 
2004 level. While we expect net debt reduction in2105 to 
be consistent with IftsB 2004 reduction of nearly $388 pillion, our 
interest expense projection takes into account a forecasted 
increase k Short-term interest rates and minimal benefit from 
refinancing of higher-coupon long-term debt. 

Other income (expense), net 

Other income (expense), net includes non-operating items such as 
interest income, foreign exchange gains and losses, charitable 
dOBittes, and gains on asset sales. Other income (expense), 
net for 2004 includes charges of approximately $9 million for 
buttons to thf Kellogg's Corporate Citizenship Fund, a 
private trust established’ for charitable giving. Other income 
(expense), net for 2003 includes credits of approximately 
$1? miiliofi ’related to favorable legal settiepiits, a charge of $8 
million fora contribution to the Kellogg's Corporate Citizenship 
Fund, and a charge of $6.5 million to recognize ^impairment:of 
a cast-basis investment in an e-commerce business venture. Other 
income (expense), net for 2002 consists primarily of $24.7 million 
in credits related to legal settlements. 








Income taxes 

Our consolidated effective income tax rate has benefited from tax 
planning initiatives over the past several years, declining from 
37% in 2002 to slightly less than 35% in 20C4. The 2003 rate 
was eSifii lower it less tte# 33%, as it m apfe cf over 200 basis 
points of discrete benefits, such as favorable audit closttfss an| 
revaluation of deferred state tax liabilities, lit-resulting tax 
savings have been reinvested, in part, in cost-reduction initiatives, 
brand-building expenditures, and Other growth initiatives. 

On October 22,2004, the American jobs Creation Act {"AJCA") 
became law. The AjCA creates a temporary incentive for U.S. multi¬ 
nationals to repatriate foreign earnings by providing an 85 percent 
dividend received deduction for qualified dividends. Oar Company 
may elect to claim this deduction for qualified dividends received 
in either our fiscal 2004 or 2005 years, and we currefil'y plain to 
elect this deduction for 2005. We cannot fully evaluate the effects 
of this repatriation provision untl fhftTreasury Department issues 
itarifying regulations. Furthermore, pending technical fOrrectiOns 
legislation is needed to clarify that the dividend received 
deduction applies to both the cash and "section 78 gross-up" 
portions of qualifying dividend repatriations. While we believe-IBs 
technical .corrections legislation will pass in 2005, we have 
currently developed our repatriation plan based on the less 
favorable AJCA provisions in force as of year-end 2004. Under 
these assumptions, wecurtiilly intend to repatriate during 2005 
approximately $70 million of foreign earnings raer the AJCA and 
an additional $550 million of foreign earnings undter regular rules. 
Prior to 2004, it was our intention to indefinitely reinvest 
substantially all of our undistributed foreign earnings. Accordingly, 
no deferred tax liability had been recorded ii connection with the 
future repatriation of these earnings. Now that repatriates is 
foreseeable for up to $620 million of this! earnings, we provided 
in 2004 a deferred tax liability, net of related foreign tax credits, of 
approximately $29 million. Should the technical corrections 
legislation pass during 2005, we currently believe that we would 
most likely repatriate a higher amount of earnings up to $1.1 
billion under AJCA fora similar amount if hit tax cost, 

The AJCA also provides an ongoing deduction from taxable 
income equal to a stipulated percentage of qualified "loducticn 
income CQPr) The percentage deduction is phased in over five 
years, beginning in our 2005 fiscal year. While ill Treasury 
Department has not issued 1 detailed regulations on what constitutes 
QPI, we believe that this provision will result in a modifiif 
reduction in our consolidated effective income taxiste, beginning in 
2005. In combination with tax benefits expected from the 
reorganization of our European operations Infer to page 26 within 
the’■ Cost-reduction initiatives" section for additional information on 
thilihitiilive}, we expect our 2005 consolidated effective income 
tax rate to decline to approximately 33 percent 


LIQUIDITY AND CAPITAL RESOURCES 

Our principal source of liquidity is operating cash flows, 
supplemented by borrowings for major acquisitions and other 
significant transactions,This cash-generating capability is one of 
our fundamental strengths and provides us with Substantial 
financial flexibility in meeting operating and investing needs. 
The principal source of our operating cash flow is net earnings, 
meaning cash receipts from: the sale of our products, net of costs 
to manufacture and market our products. Our cash conversion 
cycle is relatively short; although receivable collection patterns 
vary around the world, In the United States, our days sales 
outstanding (QSO) averages 18-19 days, As a-result, the growth in 
our operating cash flow should generally reflect the growth in our 
net earnings over time. As presented in the schedule below, 
operating cash flow performance over the 2002 to 2004 time 
frame generally reflects this principle, except fof tle level of 
liftefit plan contributions and working capital movements 
(operating assets and liabilities). 


(dollars in millions) 

2004 

MB 


Operating activities 

Net earnings 

$890.6 

$781 

$720 

year-over-year change 

13.1% 

9.2% 


Items in net earnings not requiring: IpHsiniJ cash: 

Depredation and amortization 

410.0 

3728 

349.9 

Deferred income taxes 

57.7 

74.8 

111.2 

Other 

104.5 

11 

to 

Net earnings after items 

1,462.8 

13108 

PB.0 

year-over-year change 

11.6% 

4.9% 


tension and other ptretasnt benefit plan cortilrtoits 

(204.0) 

ilMl 

pi 

Changes in operating assets and liabilities: 

Core working capital m 

46.0 

(1) 

29.5 

Other working capital 

(75.8) 

44.5 

111 

Total 

(29.8) 

44.4 

197.5 

Net cash provided by operating activities 

$1,229.0 

$1,M 

$999.9 

year-over-year change 

5.0% 

17.1% 



(a) inventory and trade receivables less trade payables 


The ©rying leva af benefit plans contributions from year to year 
primarily reflects our decision to voluntarily fund several of our major 
pension and retiree health care plans, as influenced by tax strategies 
and market factors Total minimum benefit plan ©ntritouttaris for 
2005 are expected to be approximately $89 million Actual 
contributions could exceed this amount, asinfluenced by our decision 
to voluntarily pre-fund 1 our obligations during 2005 versus other 
competing investmentBonhc-s. 

With respect to movements« spiraling assets and liabilities, since 
2001, ourCompany has been successful in steadily reducing the level 
of core working capital (inventory and trade receivables less trade 
payables) as a percentage of net sales. This effort Has involved 
logistics improvements to reduce inventory on hand sttlicofltiiuing 
to meet customer requirements, faster collection of accounts 
receivable, and extension of terms on trade payables. For the year 
ended January 1,2005, average core working capital as a percentage 
of sales was 7.3%, compared to 8.2% for 2003 and 8.8% for 2002. 
This continual reduction contributed positively to cash flow in 2002 









and 2004, and had a neutral effect in 2003. For 2005, we expect 
additional modest improvements in sun core working capital 
position. Thl unfavorable movements in otter working capital for 
2004, as presented in the table on page 27, relate largely to higher 
income tax payments and faster payment of customer promotional 
incentives, as compared to prior years. This unfavorable trend 
resulted in operating cash flow growth fsr 2004 trailing the growth 
in net earnings. 

Our management measure of cash flow is defined as net cash 
provided by operating activities reduced by expenditures for 
property additions. We use this measure of cash flow to focus 
management and investors on the amount of cash available for debt 
repayment, dividend distributions, acquisition opportunities, and 
share repurchase. Our cash flow metric is reconciled to OAAP-oasis 
operating cash flow as follows: 


(dollars in millions) 



ChangeK 

5 . prior year 

2004 

■ 

2102 

2004 

2003 

$1,229.0 

$1,171.0 

$999.9 

5.0% 

17.1% 

Additons to properfe (278.6) 

m 

(2535) 



Oft If $950.4 

$923.8 

$746.4 

2.9% 

23.8% 


Our 2004 cash flow increased approximately 3% versus the prior 
year. Expenditures for property additions represented 2.9% of 2004 
net sales compared with 2.8% in 2003 and 31% is 2002. For 
2005, expenditures for property additions are currently 
expected to remain at approximately 3% of net sales and cash flow 
(as defined) is expected to exceed the amount of net earnings. 

Our Board of Direeto authorized management to repurchase up to 
$300 million of Kellogg common stock during 2004, up.to $250 
million in 2003, and up to $151 million' in 2002. Under these 
authorizations, we paid $298 million during 2004 for approximately 
7.3 million shares, approximately $90 million during 2003 for 
approximately 2,9 million shares, and $101 million during 2002 for 
approximately 3.1 million shares. We funded this repurchase 
program principally by proceeds from employee stock option 
exercises. For 2005, our Board of Directors has authorized stock 
repurchases for general corporate purposes and to offset issuances 
for employee benefit programs of up to $400 million 
Sin® the acquisition of feebler Foods Company in early 2001, our 
Company has paid down nearly $2 0 billion of debt, reducing our 
total debt balance from approximately $6.8 billion at M arch 2001 
to $4.9 billion at year-end 2004. Some of the long-term debt has 
been redeemed prior fb. its maturity date. In September 2002, we 
redeemed $300.7 million of Notes due 2003, and in December 
2003, we redeemed $172.9 million of Notes due 2006. In 
December 2004, we redeemed $103.7 million ©f Notes due 2006. 
In January 2004, we repaid $508 trillion of maturing seven-year 
Notes, replacing these N otes with short-term debt. During 2005, we 
intend te reduce our debt balancs by approximately $300 million. 
Cling lower debt levels and strong operating performance, both 
Standard & Poor's (S&P) and M oody's Investor Services have raised 
their credit ratings on our Company's senior unsecured long-term 
debt. In August 2004, S&P upgraded its rating from BBB to BBB+, 


and In October2004, Moody's upgraded from Baa2 to Baal. Within 
these organizations' systems, these credit ratings generally indicate 
medium-grade obligations, amwHty exhibiting adequate protection 
parameters. Our investors should be aware that a security rating is 
not a recommendation to buy, sell, or hold securities; that it may 
be subject tp revision or withdrawal at any time by tti assigning 
rating organization; and that each rating should be evaluated 
independently of any other rating. 

In November 2004, we entered into an unsecured Five-Year Credit 
Agreement with 23 lenders to borrow, on a revolving credit basis, 
up to $2.0 billion, to obtain letters of credit in an aggregate amount 
up to $75 million, and to provide a procedure for the lenders ts bid 
on short-term' debt of oar Company. This Credit Agreement replaces 
a $115 billion five-year agreement expiring in January 2006 and a 
$650 million 364-day agreement expiring in January 2005. 
The new Credit Agreement contains customary covenants and 
warranties, including specified restrictions on indebtedness, liens, 
sale and leaseback traffilions, and a specified interest expense 
coverage ratio. If an event of default occurs, then, lo : the extent 
permitted, the administrative agent may terminate the'Commitments 
under the new credit facility, accelerate any outstanding loans, and 
demand the deposit of rash collateral equal to the lender's letter of 
credit exposure plus interest. As of year-end 2004, there were no 
borrowings outstanding under this facility and we currently believe 
it is remote that our Company would violate any of the stated 
covenants and warranties. 

We believe that we will be able.to meet our interest and principal 
repayment obligafiins and maintain oir debt covenants for 
tti foreseeable future:, while still meeting our operational needs, 
induing the pursuit of selective growth opportunities, through our 
strong cash flow, our program of issuing Short-term debt,, 
and maintaining credit facilities on a global basis. Our significant 
long-term debt issues do not contain acceleration of maturity 
clauses that are dependent In credit ratings. A change ihtli 
Company's credit ratings could limit its access to the U S. short-term 
debt market and/or increase the cost of refissficihg long-term debt 
in tie future. However, eyin under these circumstances, we would 
continue to have access to our credit facilities, which are in amounts 
sufficient tl; cover tit outstanding short-term debt balance and debt 
principal repayments through 2006. 

MARKET RISKS 

Our Company is exposed to certain market risks, which exist as 
a part of our ongoing business operations and we use derivative 
financial and commodity instruments, where appropriate, to 
manage these risks. Our Company, as a matter of policy, does not 
engage in trading or speculative transactions. Refer to Note 12 
within Notes to Consolidated Financial Statements for further 
infiiffnalon on accounting policies related to derivative financial 
and commodity instruments. 








Foreign exchange risk 

Our Company is exposed to fluctuations in foreign currency cash 
flows related Is third-party purchases, intercompany loans and 
product ship mints, and nonfunctional curreiSf denominated 
third-party debt. Our Company is also exposed to fluctuations in the 
value of foreign currency investments in subsidiaries and rash flows 
related to repatriation of these investments. Additionally, our 
Company is exposed to volatility in the translation of foreign 
currency earnings to Dollars Primary exposures include the U 5 
Dollar versus the British •Pound, Euro, Australian Dollar, Canadian 
Dollar, and Mexican Peso, and in the case of inter-subsidiary 
transactions, the British Pound versus the Euro. We assess foreign 
currescy risk based on transactional cash flows and translational 
positions and enter into forward contracts, options, and currency 
swaps to reduce fluctuations in net long or short currency positions 
Forward contracts and options are generally less than II Months 
duration. Currescy'swap agreements are established in conjunction 
with Jhe term of underlying debt issuances. 

The total notional amount of foreign euffiity derivative 
instruments at year-end .2004 was $375.5 million,, representing a 
Settlement obligation of $60,3 million.Ill-total notional amount 
of foreign currency derivative instruments at year-end 2003 was 
$749.2 million, representing a settlement obligation of $67.8 
million. All of these derivatives were hedges of anticipated 
transactions, translational exposure, or existing assets or liabilities, 
and mature within 18 months, except for one currency swap 
transaction outstanding at year-end 2014 that matures in 2006. 
Assuming an unfavorable 10% change in year-end exchange 
rates, the settlement obligation would have increased by 
approximately $37.5 million it year-end 2004 and $74.9 million 
at year-end 2003.,These unfavorable changes would generally 
have been offset fay favorable changes in tfi# values of the 
underlying exposures. 

Interest rate risk 

Our Company is exposed to interest rate volatility with regard to 
future issuances of fixed rate debt and existing and future issuances 
of variable rate debt. Primary exposures include movements in II.S. 
Treasury rates, London Interbank Offered Rates (LIBOR), and 
commercial paper rates. We currefifcly use interest rate swaps and 
forward interest rate contracts fe reduce mt($gsf rate volatility and 
funding costs associated with certain debt issues, and to achieve a 
desired proportion^ variable versus fixed rate debt, based os 
current and projected market conditions. 

Note 7 within Notes to Consolidated- Financial Statements provides 
information on our Company's significant debt issues.There were no 
interest rate derivatives outstanding at year-end 2004. The total 
notional amount of interest rate derivative instruments at year-end 
2003 was $1.91 billion, representing a settlement obligation of 
$2.1 million. Assuming average variable rate debt levels and 
issuances of fixed rate debt dufing the year, a one percentage point 
increase in interest rates would have increased interest expense by 
approximately $2.3 million in 2004 and $3.8 million in 2003. 


Price risk 

Our Company is exposed to price fluctuations primarily as a result 
of anticipated purchases of raw and packaging materials and 
energy. Primary exposures include corn, wheat, soybean oil, sugar, 
cocoa, paperboard, natural gas, and diesel fuel, We use the 
combination of long cash positions with suppliers, and exchange- 
traded futures and option contracts to reduce price fluctuations 
in a desired percentage of forecasted' purchases over a duration 
of generally less than one year. The total notional amount of 
commodity derivative instruments at year-end 2004 was $61.3 
million, representing a settlement obligation of $4.8 million. 
Assuming a 10% decrease in year-end commodity prices, this 
settlement obligation would have increased by approximately 
$5.6 million, generally offset by a reduction in the cost of the 
tihderlying material purchases. The total notional amount of 
commodity derivative instruments at year-end 2003 was $26.5 
million, representing a settlement receivable of $.2 million. 
Assuming a 10% decrease in year-end commodity prices, this 
settle me rtt. receivable would have converted to a settlement 
obligation of approximately $2.7 million, generally offset by a 
reduction in the cost of the underlying matenal purchases. 

In addition to tte derivative commodity instruments discussed 
above, we use long cash positions with suppliers to manage a 
portion of our price exposure. It should denoted that the exclusion 
of these positions teM the analysis above could be a limitation in 
assessing tit net market risk of our Company. 

OFF-BALANCE SHEET ARRANGEMENTS 
AND OTHER OBLIGATIONS 

Off-balance sheet arrangements 

Our off-balance sheet arrangements are generally limited to 
residual value guarantees and secondary liabilities on operating 
leases of approximately $14 million and guarantees on loans to 
independent contractors for their purchase of 050 routtfeitichises 
up to $17 million. We record the estimated fair value of these tean 
guarantees on our balance sheet, which we currently estimate to 
be insignificant. Refer to Note 6 within Notes to Clisolidated 
financial Statements for further information. 

Contractual obligations 

The following table summarizes future estimated cash payments to 
be made under existing. contractual obligations Further information 
in debt obligations is contained in Note-7 of Notes to Consolidated 
Financial Statements. Further information on lease obligations is 
contained in Note 6. 
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(a) Purchase obligations consist primarily of fixed commitments under various co-marketing agreements and to a lesser ex¬ 
tent, of service agreements, and contracts for future delivery of commodities, pactaging materials, and equipment ffj§ 
amounts presented in the tatfe* not incMete already recorded in accounts payable or other current liabilities at year- 
end 2004, nor does the table reflect cash flows we are likely to incur based on our plans, but are not obligated to incut 
Therefore, it should t» noterfittatttte-etcfusion of these items from the taWe-oauld bea lim'Ki@'in assessing our total future 
cash flows under contracts, 

(b) Other lengjtesn contractual obligations are those associated with noncurrent liabilities recorded within the Consolidated 
Balance Sheet at year-end 2004 and consist principally of projected commitments under deferred compensation arrangements 
and other retiree benefits in excess of those provided within our broad-based plans. We do not have significant statutory or 
contractual funding requirements for our broad-based retiree benefit plans during the periods presented and have not included 
these amounts in the table. Refer to Notes 9 and 10 wiin Notes to Consolidated Financial Statements for further Mite 
* these plans, including expected contributions for fiscal year 2005. 

SIGNIFICANT ACCOUNTING ESTIMATES 

Our significant accounting policies, as well as recently adopted and 
issued pronouncements, are discussed in Note 1 of Notes to 
Consolidated Financial Statements. None of the pronouncements 
adopted in fiscal 2003 or 2004 have had Stare expected to have a 
significant impact on our Company's financial statements. 

In 2005, we expect to adopt SFAS No 123(Revised) "Share-Based 
Payment.' which generally figures public companies to recognize 
tdefair value of equity-based awards to employees as compensation 
expense within reported! ^results. Because we have historically used 
the intrinsic value method to account ot employee stock options, 
we have generally not recognized expense for these types of 
awards. Once this standard is adopted, we currently expect full-year 
2005 net earniff per share to be reduced by approximately $.08. 
Application of this pronouncement requires significant judgment 
regarding tot inputs to annd|flJ pricing, model, including stock 
price vilttlBy and employee exercise behavior. Most of these inputs 
are ether highly dependent on the current economic environment at 
tie date of grant or forward^®king over the expected term of the 
award. As a result, thi actual impact of adoption fn 2005 
and future years' earnings ®ild differ signifiCirUyfiPm our current 
estimate. We are presently considering one of the modified 
retrospective methods of transition, which would be first effective 
for our 2005 fiscal third quarter, with retrospective restatement to 
the beginning of 2005. 

Our critical accounting estimates, which require significant 
judgments and assumptions likely to have a material impact on our 
financial statements, are currently limited to those governing the 
amount and timing of recognition! of consumer promotional expen¬ 
ditures, the assessment of the carrying value of goodwill 
and other intangible assets, valuation of our pension and otter 
postretiremen! benefit obligations, and determination of our 
income tax expense and liabilities. 


Promotional expenditures 

Our promotional activities are conducted either through the retail 
trade or dfrecf||with consumers and involve in-store displays; 
feature price discounts on our products; consumer coupons, 
contests, and loyalty programs; and similar activities,.'ll costs of 
'these activities are generally recognized at the time the related 
revenue is recorded, which' normally precedes the actual cash 
expenditure. Ili recognition of these colft therefore requires 
management judgment regarding the volume of promitipnal 
offers that will be redeemed by either the retail trade or consumer. 
These estimates are made using various techniques including 
historical data o* performance of similar promotional programs. 
Differences between estimated expense and actual redemptions 
are normally insignificant and recognized as a change in 
management estimate in a subsequent period, Gil a full-year 
basis, these subsequent period adjustments have rarely 
‘represented in excess of 3% (.003) of our Company's net sales. 
Sow ever, as our Compa,f|% total promotional expenditure 
represented over 35% of 2004 net sales, the likelihood exists of 
materially different reported results if different assumptions or 
cosdilll were to prevail. 

Intangibles 

We follow SFAS No. 142 " Goodwill and Other Intangible Assets” 
in evaluatiag impairment of intangibles. Under this standard, 
goodwill impairment testing first requires a comparison between 
the carrying value and fair value of a reporting unit with 
associated goodwill, Carrying value is based on the assets and 
liabilities associated with the operations of that reporting unit, 
which often requires allocation' of shared or corporate items 
among reporting units. The fair value of a reporting unit is based 
primarily oft aur assessment of profitability multiples li|#l| to be 
achieved in a theoretical sale transaction. Similarly, impairment 
testing of other intangible assets requires a comparison of 
carrying value W fair value of that particular asset. Fair values Of 
pen-goodwill intangible assets are based primarily on projections 
of future cash flows to be generated from that asset. For instance, 
cash flows related to a particular trademark would be based on a 
projected royalty stream attributable to branded product sales. 
These estimates are made using various inputs including 
historical data, current and anticipated market conditions, 
management plans, and market comparables. We periodically 
engage third party valuation consultants to assist in this process 
At January 1, 2005, intangible assets; net, were $5.1 billion, 
consisting primarily of goodwill, trademarks, and DSD delivery 
system associated with the Keebler acquisition. While we currently 
believe that fie fair value of all of our intangibles exceeds 
carrying value, materially different assumptions regarding future 
performance of our North American snacks business bribe 
weighted average cost of capital used in the valyalioFis could 
result m significant impairment losses 







Retirement benefits 

Our Company sponsors a number of U.S. and foreign defined benefit 
employee pension plans and also provides retiree health care and 
other welfare benefits in the United States and Canada. Plan fund¬ 
ing strategies are influenced by tax regulations. A substantial major¬ 
ity of ipilll assets are invested in: a globally diversified portfolio of 
equity securities with smaller holdings of bonds, real estate, and 
other investments. We follow SFAS No. 87 " Employers 1 Accounting 
for Pensions” and SFAS No. 106 "Employers' Accounting for 
PostretirerfiBt Benefits Other Than Pensions" for the measurement 
and recognition of obligations and expense related to our retiree 
benefit plans. Embodied in both of these standards is the concept 
fiat the .cost of benefits provided during, retirement should be 
recognized over the employees 1 ' active working life. Inherent iiflis 
concept,, therefore, is the requirement to use various actuarial 
assumptions to predict and measure costs and obligations many 
years prior to the settlement date. M aj or.actuarial assumptions that 
require significant management judgment: and have a material 
impact on the measurement of our Consolidated benefits expense 
and accumulated obligation include the long-term rates of retail: an 
plan assets, the health care cost trend rates, and the interest rates 
used to discount the Obligations for our major plans, which cover 
employees in the United States, United Kingdom, and Canada. In 
addition, administrative ambiguities concerning the M edicatt 
Prescription Drug Improvement and M odemization Act of 2003, 
presently result in uncertainty regarding the eventual financial 
impact of this legislative change on our Company. 

To conduct our annual review of the long-term rate of return fit 
plan assets, we work with third party financial consultants: to model 
expected returns over a 20-year investment hofteon with respect 
to the specific investment mix of our major plans. The return 
assumptions used reflect a combination of rigorous historical 
performance analysis and forward-looking views of the financial 
markets including consideration of current yields on long-term: 
bonds, price- earnings ratios of the major stock market indices, 
and long-term inflation. Our U.S. plan model, corresponding, 
to approximately 70% of our trait.assets globally, firfently 
incorporates a long-term inflation assumption of 2.7% and an 
active management premium of 1% (net of fees) validated by 
historical analysis. Although we review our expected long-term 
rates of return' annuity, our benefit trust investment performance 
for one particular year does not, toy itself, significantly influence our 
evaluation Our expected rates of return are generally not revised, 
provided these rates continue to fall within a "more likelv|gl. not" 
corridor of between the 25th and 75th ptrcintiie of expected 
long-term returns, as determined, by our modeling process. Our 
assumed rate of return for U.S. plans in 2004 of 9.3% equated SJ 
approximately the 50th percentile expectation of our 2004 model. 
In updating our model for 2005, we have recently decided to reduce 
our assumed rate of return for U S plans« 2005 to 8.9% in order 
to remain well within the “more likely than not“ corridor of the 
model Similar methods are used for various foreign plans with 


invested assets, reflecting local Mfornicconditions,' Foreign plan 
investments represent approximately 30% of our global benefit 
plan investments. 

Any future variance' between the assumed and actual rates of return 
on our plan assets is recognized in the calculated value of plan 
assets over a five-year period and once recognized, experience gains 
and losses are amortized using a declining-balatisi method over the 
average remaining service period of active plan participants Under 
this recognition method, a 100 basis point shortfall in actual versus 
assumed performance of all of our plan assets in year «e would 
result nn an arising experience loss of approximately $30 milon.Tihe 
unfavorable impact on earnings in year two would be approximately 
$1 million, increasing to approximately $4 million in year five. 
Approximately 80% of this experience loss would be amortized 
through earnings at the jiff of year 20. Experience gains are 
recognizidsimilarly. 

To conduct our annual review of health care cost trend rates, we 
work with third party financial consultants to model our actual 
claims cost diata over a five-year historical period, including an 
analysis of pre-65 versus post-65 age group and other 
demographic trends. This data is adjusted to eliminate the impact 
of plan changes and other factors that would tend to distort Ite 
underlying cost inflation trends. Our initial heath care cost trend 
rate is reviewed annually and adjusted as necessary, to remain 
consistent with our historical model as well as any expectations 
regarding short-term future trends. Our 2005 initial trend rate of 
8,5% compares to our recent five-year compound annual growth 
rate of approximately 8%. Our initial rate is trended downward toy 
lH per year, until the ultimate trend rate of 4.5% is reached. 
The ultimate trend rate is adjusted annually, as necessary, to 
approximate the current economic view on the rate of long-term 
inflation plus an appropriate health care cost premium. 

To conduct qurannual review of discount rates, we use several pub¬ 
lished market indices with appropriate duration weighting to assess 
prevailing rates fft high quality debt securities. We also use third- 
party financial consultants to model specific AA-rated (or the equiva¬ 
lent in foreign junsdictions) bond issues against the expected settle¬ 
ment cash flows of our plpiTthimeasurement dates forourbenefit 
plins are generally consistent with W Company's fiscal year end. 
Thus, we select discount rates to measure our benefit obligations that 
are consistent with market indices during 'December of each year 
Despite the above-described rigorous policies for selecting major ac¬ 
tuarial assumptions, we periodically experience differences between 
assumed and actual experience. For 2005, we currently expect incre¬ 
mental amortization of experience losses of approximately 
$24 million, arising largely from a decline in discount: rates at year- 
end 2004, and to a lesser extent, the continuation of our health care 
trend rate at 8.5%. Assuming actual future experience is consistent 
with our current assumptions, annual amortization' of accuBijIated 
experience losses during each of the next several years would remain 
approximately level with the 2005 amount. 


In December 2003, the Medicare Prescription Drug Improvement 
and Modernization Aft of 2003 (the Act) became law. The Act 
introduces a prescription drug benefit under M edieare Part D as 
well as a federal subsidy (beginning in 2006) to sponsors of retiree 
health can benefit plans that provide a benefit that is at least 
actuarially equivalent to Medicare Part D. While detailed 
regulations necessary to implement the Act have inly recently been 
issued, we believe that certain health care benefit plans 
covering a significant portion of our workforce will qualify for the 
Medicare Part D subsidy, resulting in a reduction in our Company's 
expense related tu providing prescription drug benefits under these 
plans. We have estimated the reduction in our benefit obligation 
attributable to past service cost: at approximately $73 million 
and we recognized a reduction in benefit cost for 2004 of 
approximately $10 million. Significant management judgment was 
required to assess the eligibility of our plans as well as to estimatft 
tifi tiliflying prescription drug costs to which the Act applies. 
Future differences between assumed and actual experience, 
including the eligibility of certain covered employee groups for 
which we have not yet claimed a benefit, would be amortized as an 
experience gain, or loss, as described above. 

Income taxes 

Oar consolidated effective income tax rate is influenced by tax 
pliwing opportunities available to us in the various jurisdictions 
in which we operate. Significant judgement is required In 
determining our effective tax rate and in evaluating our tax 
positions. We establish reserves when, despite oiif belief that our 
tax return positions are supportable, we believe that certain 
positiiaiare likely to be challenged and that we may not succeed. 
We adjust these reserves in light of changing facts and 
circumstances, such as the progress of a tax audit. Our effective 
income tax rate includes the impact of reserve provisions and 
changes to reserves that we consider appropriate. While it is often 
difficult to predict tbs final outcome or the timing of resolutiin of 
any particular tax matter, we believe that our reserves reflect the 
probable outcome of known tax contingencies. Favorable 
resolution would be recognized as a reduction to our effective tax 
rate in the year of resolution. Our tax reserves are presented in the 
balance sheet principal ly within accrued income taxes. Significant 
tax reserve adjustments impacting our effective tax rate would be 
separately presented in the rate reconciliation table of Note 11 
within Notes to Consolidated Financial Statements Historically, tax 
reserve adjustments for individual isues have rarefy exceeded 1% 
of earnings before income taxes annually. 

FUTURE OUTLOOK AND 
FORWARD-LOOKING STATEMENTS 

Our long-term annual growth targets are low single-digit for 
interna net sales and high single-digit for net earnings per share. 
In addition, we remain committed to growing our brand-building 
investment faster than the rate of sales growth. In general, we 
expect 2005 results to be consistent with these targets and we 
will continue to reinvest in cost-reduction initiatives and other 
grsi fh opportunities 


Our M anagement's Discussion and Analysis and btftsr parts of this 
Annual Report contain "forward-looking statements" with 
projections concerning, among other things, our strategy, financial 
principles, and plans; initiatives, improvements, and growth; sales, 
gross margins, advertising, promptidn, merChindising, 
brand-building expenditures, operating profit, and earnings per 
share; iinitvation opportunities; asset write-offs and expenditures 
related to cost-reduction initiatives; the impact of accounting 
changes and signific&fif accounting estimates; our ability to meet 
Interest and debt principal repaymiitt obligations; minimi# 
contractual obligations; future common stock repurchases or debt 
reduction; effective income tax rate; cash flow and core working 
capital improvements; capital expenditures; interest expense; 
commodity and energy prices; and employee benefit plan costs 
and funding. Forward-looking statements include predictions of 
future results or activities and may contain the words "expect," 
"believe," “will," "will deliver," "anticipate," "pcbjact/ - "should," 
or words or phrases of similar meaning. Our actual results or 
activities may differ materially from these predictor®, In addition, 
our fituf# results could be affected by a variety of other 
factors, including: 

■ the impact of competitive conditions: 

■ the effectiveness of pricing, advertising, and promotional 
programs; 

■ the success of innovation and new product introductions; 

■ the recoverability of the carrying value of goodwill and other 
intangibles; 

■ the success of productivity improvements and business 
tilisitions; 

■ commodity and energy prices, and labor costs; 

■ the availability of and interest rates on short-term: financing; 

■ actual market performance of benefit plan trust investments; 

■ the levels of spending on systems initiatives, properties, 
business opportunities, integration of acquired businesses, and 
other general and administrative costs, 

■ changes in consumer behavior and preferences; 

■ the effect of U.S. and foreign economic conditions on items such 
as interest rates, statutory tax rates, currency conversion and avail¬ 
ability; 

■ legal and reguilatory factors; and, 

■ business disruption orotfief losses from war, terrorist acts, or 
political unrest. 

Forward-looking statements speak only as of the date they were 
made, and we undertake no obligation to publicly update them 


Kellogg Company and Subsidiaries 


Selected Financial Data 


(millions, accept per share data and number of employees) 



2004 

2103 

2§K 

2011 

ai 

Operating trends 

Net sales 

$9,613.9 

$8,811.5 

$8,304.1 

$1,548 4 

$6,081.7 

©is pitas a Iff nit sites 

44.9% 

44.4% 

45.0% 

442% 

441% 

Depreciation 

399.0 

35 §1 

346.9 

331.0 

275,6 

Amortization 

110 

SI 

31 

1116 

TSf 

Advertising expense 

806.2 

698.9 

588.7 

519.2 

#142 

Research and development expense 

148.9 

126.7 

106,4 

110.2 

118.4 

Opening pit {if 

1,6811 

1,5441 

15581 

1,167.9 

989.8 

Operating prof as a % of net sales 

17.5% 

115% 

18.2% 

155% 

11% 

Interest expense 

308.6 

3114 

391.2 

351-5 

1311 

Earnings before cumulative 
effect of accounting change (a) ■ 

890.6 

I® 

720.9 

474,6 

581? 

Average shares outstanding; 

Basic 

412.0 


408.4 

406.1 

405.6 

Diluted 

416.4 

41,5 

411.5 

4112' 

405,8 

Earnings per share before cumulative 
effect of accounting change (a) §)i 

Basic 

2.16 

1,93 

n 

.If 

1.45 

Diluted 

2.14 

112 

.111 

lit 

1.45 

Cash flow trends 

Net cash provided from operating activities 

$1229.0 

$1,111 

$999,9 

$1,132.0 

$880.9 

Capitol expenditures 

278.6 

mi 

253.5 

216.5 

It! 

Net cash provided from operating activities 
reduced by capital expenditures^ 

950.4 

§231 

746.4 

855.5 

6501 

Net cash used in investing activities 

(270.4) 

(Mi 

(188.8) 

ft 143,8) 

(379.1 

Net cash provided from (used$f t||l§fg actmte 

(716.3) 

(939.4) 

(944.4) 

1,04,0.2 

(441.8) 

Interest coverage rii |c| 

6.8 

5,1 

41' 

4$ 

94 

Capital structure trends 

Total assets 

$10,790.4 

$111411 

$10,2193 

$10,368.6 

$4,881.0 

Property, net 

2,715.1 

2,Sfj 

2,8402 

IIS! 

2,526.9 

Short-term debt 

988.3 

898.9 

1,197.3 

5951 

1,3863 

t®§vterm debt 

3,892.6 

4,2654 

4,511.4 

1,619.0 

SI! 

Shareholders'ljitf 

2,257.2 

1.443.2 

m 

871.5 

8915 

Share price trends 

Stock price rangt 

$37-45 

$28-31 

$29-37 

$25-34 

$21-32 

Cash dividends per common slat 

1010 

m 

IIS' 

Ilf 

.995 

Number of employees 

25,171 

25,251 11 

25,676 

26,424 

15,196 


(a) Operating profit for 2001 includes restructuring charges, net of credits, of $33,3 ($20,5 after tax or $.05 per share). Operating profit for 2000 includes restructuring charges of $86.5 ($64,2 after tax or $.16 per share). 

(b) Earnings before cumulative effect of accounting change for 2001 exclude the efteW a eharp of $1.0 after tax to adopt SHI fc 133' Accounting for Derivative Instruments and Hedging Activities. 

(t) Interest coverage ratio is calculated based on earnings before interest expense, income taxes, depreciation, and amortization, divided by interest expense 

(d) The Company uses this non-GAAP financial measure to focus management and investors on the amount of cash available for debt repayment, dividend distribution, acquisition opportunities, and share repurchase 









Kellogg Company and Subsidiaries 


Consolidated Statement of Earnings 


(millions, except per share data) 


2004 

2883 

2882 

Net sales 


$9,613.9 

$8,811.5 

$8,304.1 

Cost ctf goods sold 


5,298.7 

4,898.9 

4g§ 

HH qeneral, and administrative expense 


2,634.1 

2,368.5 

2.227.8 

Operating profit 


$1,6811 

$1,5:441 

$1,588,1 

Interest expense 


308.6 

3714 

391.2 

Other income (expense), net 


(6.6) 

B 

27.4 

Earnings before income taxes 


$1365.9 

$1,1695 

$1,1443 

liPfB# taxes 


475.3 

382.4 

423.4 

Net earnings 


$890.6 

$7871 

$728.9 

Net earnings per share: 

Basic 


$2.16 

$1.93 

$1.77 

ikltii 


2.14 

If 

1.75 

Refer to Notes to Consolidated Financial Statements. 

Consolidated Statement of Shareholders 

' Equity 


Common stock 

Capital in 
excess of 

Reta ned Treasury stock 

Accumulated 

other Total Total 

comprehensive shareholders' comprehensive 

(millions) shares amount 

par value 

earnings shares amount 

income .equity 

income 


Balance, January 1,2812 

415.5 

$1831 

$91.5 

$1,564.7 

8.8 

($337.1) 

($5514) 

$8715 

$3575 

Common stock repurchases 





31 

111 


(lOli 


Net earnings 




720.9 




720.9 

728.9 

Dividends 




(111! 




(4121) 


Other comprehensive income 







13820) 

($2.0) 

(382 J) 

Sick options exercised and other 



(41.6) 


(43) 

159.9 


118.3 


Balance, December 28, 2M 

415.5 

$.1938 

$49.9 

$1,873.8 

76 

($278.2) 

($853.4) 

$8951 

$418.9 

Common stock repurchases 





2.9 

118) 


(ill 


Net earnings 




m 




7811 

7871 

Dividends 








(412.4) 


Other comprehensive income 







W 

124.2 

1241 

Sick options exercised and other 



(25.4) 


(4.7) 

164.6 


139.2 


Balance, December 27,2* 

415.5 

$103.8 

$24.5 

$2,2477 

5.8 

($283.6) 

($729.2) 

$1,443,2 

$911.3 

Common stock repurchases 





7.3 

(2975) 


(2975) 


Net earnings 




890.6 




890.6 

898.6 

Dividends 




f«il 




(417.6) 


Other comprehensive income 







Hi 

289.3 

289.3 

Stock options exercised and other 



$245) 

(194) 

ltt.7) 

393.1 


349.2 


Balance, J anuary 1 2005 

415.5 

$103.8 

- 

$2,7013 

2.4 

($108.0) 

($439.9) 

$2,257.2 

$1179.9 


Refer to Notes to Consolidated Financial Statements. 


















Kellogg Company and Subsidiaries 


Consolidated Balance Sheet 


(millions, except share data) 

2004 

2003 

Current assets 



Cash and cash equivalents 

$417.4 

$141.2 

Accounts receivable, net 

776.4 

ni 

IteHts 

68L0 

649.8 

Oteaifi assets 

247.0 

242.1 

Total current assets 

$2,1218 

$1,7879 

Property, net 

2,715.1 

2,781.2 

Other assets 

5,953.5 

5,574,6 

Total assets 

$10,790.4 

$®, 142.7 

Current liabilities 



Current roiiife of long-term debt 

$278.6 

$578.1 

Notes payable 

709.7 

32M 

Accounts payable 

767.2 

703,8 

Qtftf Oiitt liabilities 

1090.5 

1,13.3 

Total current liabilities 

$2,846.0 

$2,765.0 

Long-term debt 

3,892.6 

4,265.4 

Other liabilities 

1794.6 

1,668,1 

Shareholders' equity 



Common stock, $.25 par value, 1,O®M08§ shares authorized 



Issued: 415,451,198 shares in 2004 and ISIS 

103.8 

Ml 

Capital in excess of parstil 

- 

M 

Retained earnings 

2,7013 

2,2477 

Treasury stock at cost: 



2,428,824 shares 1 2Qfl and 5,751,578 shares in 113 

(108.0) 

(203,8) 

Accumulated other comprehensive income (loss) 

(439.9) 

(729.2) 

Total shareholders' equity 

$2,257.2 

$1,443.2 

Total liabilities and shareholders' equity 

$10,790.4 

$10,142.7 


Refer to Notes to Consolidated Financial Statements. In partiular, refer to Note 15 for supplemental information on various balance sheet captions. 













Kellogg Company and Subsidiaries 


Consolidated Statement of Cash Flows 


(millions) 

2004 

2003 

m 

Operating activities 




Net earnings 

$890.6 

$7871 

$728:9 

Adjustments to reconcile net-earnings to operating cash flaws: 




Depreciation and amortization 

410.0 

372.8 

349.9 

Deferred income taxes 

57.7 

74.8 

111.2 

Other 

104.5 

III 

67.0 

Pension and other postretiremen ben# pJan cwtshfioffi 

(204.0) 

(184.2) 

(446:6) 

Changes in operating assets and liabilife 

(29.8) 

44.4 

137.5 

Net cash provided from operating activities 

$1,229.0 

fiiii 

$999.9 

Investing activities 




JrtfSai'to properties 

($278.6) 

($247.2) 

imm 

Acquisitions of businesses 

- 

- 

m 

Dispositions of businesses 

- 

14.0 

68:9 

Property disposals 

79 

13.8 

ii 

Other 

.3 

| 

- 

Net cash used in investing activities 

($270.4) 

($2191) 

($188.8) 

Financing activities 




Net increase (refcle# of notes payable, with maturities less ftp or equal to 9.8 days 

$388.3 

$208.5 

($220) 

issuances of notes payable, ft! maturities greater than 90 days 

142.3 

Si 

354.9 

Reductions of notes payable, with maturities greater th» II days 

(1417) 

(3751) 

fig 

Issuances.of debt 

7.0 

1181 

- 

Ssiftw of long-term debt 

(682.2) 

(9510) 

(439.3) 

Net issuances of common stock 

2918 

111 

100:3 

Common stock repurchases 

(297.5) 

fill 

pi 

Cash ividsiis 

(417.6) 

ftifi 


Other 

(6.7) 

it 

- 

Net cash used in financing activities 

($716.3) 

($939.4) 

($944.4) 

Effect of exchange rate changes on cash 

33.9 

at 

11 

Increase (decrease) in cash and ; ®Sr equivalents 

$276.2 

$401 

($131.2) 

Cash and cash equivalents at beginning of year 

1412 

wt. 

211.8 

Cash and cash equivalents at end of year 

$417.4 

$1411. 

$100.6 

Refer to Notes to Consolidated Financial Statements. 













NOTE 1 ACCOUNTING POLICIES 

Basis of presentation 

The consolidated financial statements include tie accounts 
of Kellogg Company and its majority-owned subsidiaries. 
Intercompany balances ani transactions are eliminated. Certain 
amounts in the prior-year financial statements' have been 
reclassified to conform & the current-year presentation. 

The Company's fiscal year normally en8s on the list Saturday of 
December and as a result, a 53rd week is added every fifth or 
sixth year. The Company's 2002 an# 2003 fiscal years ended on 
December 28 and 27, respectively.The Company's 2004 fiscal year 
ended on January l, 2005, and included a 53rd week. 

Cash and cash equivalents 

Highly liquid temporary investments with original maturities of 
less tlfn three months are considered to be cash equivalent!: 
lie carrying amount approximates fair value. 

Inventories 

Inventories are valued at the lower of cost fpfilcipally average) 
or market. 

In November 2004, the Financial Accounting Standards Board 
(FASB) issued Stafenrrai of Financial Accounting Standard (SFAS) 
No. 151 "Inventory Costs," to converge U.S. GAAP principles with 
International Accounting Standards on inventory valuation. SFAS No. 
151 clarifies that abnormal amounts of idle facility expense, freight, 
handling cists, and spoilage should be recognized as period 
charges, rather than as inventory value. This standard also provides 
(hit fixed production overheads should be allocated to pits of 
produifln based on the normal capacity of produdion facilities, 
with excess overheads being recognized as period charges. The 
provisions of this standard are effective for inventory costs incurred 
during fiscal years beginning after fiiif 15, 2005, with earlier 
application permitted. The Company plans to adopt this standard for 
its 1106 fiscal year. M anagement currently believes its feinting 
policy for inventory valuation is generally consistent with this 
guidance and does not, therefore, expect the adoption of SFAS 
No. 151 to have a significant impact on financial resulfe 

Property 

The Company's property consists mainly of plant and equipment 
used for manufacturing activities. These assets are recorded at cost 
and depreciated over estimated useful lives using straight-line 
method! for financial reporting and accelerated methods, where 
permitted, for tax reporting. Cost iiiides an amount of interest 
associated with significant capital projects. Plant and equipment 
are reviewed for impairment when conditions indicate that the 
carrying value may fid be recoverable. Such conditions iindude an 
exilided period of idleness or a plan of disposal. Assets to be 
abandoned at a future date are depreciated over the remaining 
period of use. Assets to be sold are written down to realizable 
value at the time the assets are being actively marketed for sale 


and the disposal is expected to occur within one year. As of 
year-end 2003 and 2004, the carrying value of assets held for sale 
was irisigRicant 

Goodwill and other intangible assets 

The Company's intangible assets consist primarily of goodwill 
trademarks, and direct store-door (DSD) delivery system arising hosrt 
lie loci acquisition of Keebler Foods Company ( Keebler"). 
M anagement expects the Keebler trademarks and DSD 1 system to 
contribute indefinitely to the cash flows of tilt Company. 
Accordingly, these assets have been classified as “ m^Spte-lived' 
intangibles pursuant to SFAS No. 142 "Goodwill and Oiler 
intangible Assets." Under this standard, goodwill and indefinite- 
lived intangibles are not amortized, Itjt are tested at least annually 
for impairment Goodwill impairment testing first requires a compar¬ 
ison between the carrying value and fair value of a * reporting unit" 
which for the Company is generally equivalent to a North American 
product group or International country market. If carrying value 
exceeds fair value, goodwill is considered impaired and is reduced 
$& the implied fair value. Impairment testing for nom-a mortized 
intangibles requires a comparison between the fair value and 
carrying value of the intangible asset. If carrying value exceeds fair 
value, the intangible is considered impaired and is rsduifilto fair 
value.'Hf Company uses various sailet valuatish techniques to 
determine the fair value of goodwill and Other intangible assets and 
periodically engages third party valuation consultants for this 
purpose. Refer to Mote 2 for further information On goodwill and 
other intangible assets 

Revenue recognition and measurement 

The Company recognizes sales upon delivery of its products to 
customers net of applicable ptovisieni for discounts, returns, and 
allowances. The Company classifies promotional payments to its 
customers, the tost of consumer coupons, and other cash 
redemption offers in net sales The cost of promotional package 
inserts are recorded in cost of goods sold. Other types of consumer 
promotional expenditures are normally recorded in selling, general, 
and administrative (SGA) expense. 

Advertising 

The costs of advertising are generally expensed as incurred and 
are classified within SGA 

Stock compensation 

The Company currently uses the intrinsic value method prescribed by 
Accounting Principles Board Opinion (APB) No. 25 "Accounting for 
Stock issued to Employees" to account tor its: employee stock options 
and other stock-based compensation. Under this method, because the 
exercise price of the Company's employee stock options equals-iff 
market price of the underlying stock on the date of the grant, no 
compensation expense is recognized. The table on page 38 
presents the pro forma results tor the current and prior years, as if 
the Company had used the alternate fair value method ®f 
accounting far stock-based! compensation, prescribed by SFAS 


No. 123 "Accounting for Stock-Based Compensation" (as amended 
by SFAS No. 148). Underfhis pro forma method, the fair value of 
each option grant (net of estimated unvested forfeitures) was 
estimated at the date of grant using an option-pricing model and 
was recognized over the vesting period, generally two years. PriortO 
2004, the Company used the Black-Scholes option) pricing model. 
For 2004, till Company converted to a lattice-based or binomial 
model, which management believes to be a superior method for 
valuing lie impact of different employee option exercise patterns 
under various economic and market contditions. This change in 
methodology did not have a significant impact on pro forma results 
for 2004. Pricing model assumptions are presented below. Refer 
to Note 8 for further information in the Company's stock 
compensation programs. 


(millions, except per share data) 

2004 

1 ® 

* 

Stock-based compensation expense, 
net of ta 

As reported (a) 

$114 

$12.5 

$1.7 

Profotma 

$418 

$42.1 

$52.8 

Net earnings: 

As reported 

$890.6 

$?S?,I 

$720.9 

Proforma 

$860.2 

$7515: 

$678.8 

Basic net earnings pr stee 

As reported 

$2.16 

$1.93 

$1.7? 

Pro forma 

$2.09 


$1.66 

Diluted net earnings per shaog: 

As reported 

$2.14 

$192 

$171 

Prstaa 

$2.07 

'$115 

$1,65 

Weighted average pricing iwiel ipipiois 

2004(a) 

21)03 

2892 

Risk-free interest rate 

2.73% 

1.89% 

3.58% 

Dividend yield 

2.60% 

2.70% 

2.92% 

Volatility 

23.00% 

25.75% 

m a 

Average expected tern (years) 

3.69 

hi 

3« 

Fair value of opSoti granted 

$6.39 

$4,15 

itff 


(a) As reported stock-based compensation expense for 2004 includes a pre-tax charge of $5.5 ($3.6 after tax) related to the 
accelerated vesting of .6 stock options pursuant to a separation agreement between the Company and its former CE& IFtisi 
modification to the terms of the original awards was treated as a renewal under FASB Interpretation No, 44 "Accounting for 
Certain Transactions involving Stock Compensation" Accordingly, the Company recognized in SGA thsl#!®*: viie of the, 
awards at the modification date. The pricing assumptions for this renewal are excluded from fe table above and were: risk-free 
irftist rate-2.32%; dividend yield-2.6%; volatility-23%; expected term-,33 years, resulting in a per-option fair value of $9,16. 

In December 2004, the FASB issued SFAS No. 123(Revsed) 
' Share-Based Payment," which generally itpsspSic companies 
to measure the cost of employee services received in ejcdhange for 
an award of equity ihSfiimtnts based on the grant-date fair value 
and to recegnize this cost otrer the requisite service period. The 
standard also provides that any corporate tax benefit realized upon 
exercise of an award in excess if that previously recognized in 
earnings will be presented in the Statement of Cash Flows as a 
financing (rather than an operating) cash flow. 

This standard is effective for public companies for interim or 
annual periods beginning alter jute 15, 2005, and may be 
adopted using either the “modified prospective" or “ modified 
retrospective" method. If adopted retrospectively, companies may 
restate results using if®:fair value of awards as determined under 
original SFAS No. 123 either 1) for all years beginning after 


December 15,1994, ort) from the beginning of thefiscal year 
that includes the interim pgriM of adoption. Early adoption is 
encouraged. The Company plans to adopt SFAS No. 123(Revised) 
as of the beginning of its 2005 fiscal third' quarter and is currently 
considering retrospective restatement to the beginning of te 2015 
fiscal year. Once this standard is adopted, management believes 
full-year fiscal 2005 IB earnings per share will be reduced 
by approximately $.08. 

Recently adopted pronouncements 

Exit activities 

The Company adopted SFAS No. 146 "Accounting for Costs 
Associated with licit or Disposal Activities," with respect to; exit 
or disposal activities initiated after December 31, 2002. This 
statement is intended to achieve consistency in timing of 
recognition between exit costs, such as lie-time employee 
separation benefits and contrad tefminatiiB: payments, and all other 
cots. Under pre-existing literature, certain costs associated with exit 
activities were recognized when management committed to a plan. 
Under SFAS No. 146, costs are recognized whin a liability has been 
incurred under general concepts. Adoption of this standard did not 
have a significant impact on the Company's 2003 and 2004 
fiftiiicial results. ReferN ote 3 for farther information on the 
Company's exit activities during the periods presented. 

Leasing 

In M ay 2003, the Emerging Issues Task Force of the FASB reached 
consensus on Issue No. 01-8 '‘Determining Whether an 
Arrangement Contains a Lease." This consensus provides criteria 
for identifying "in-substance" leases of plant, property, and 
equipment wit&ifl supply agreements, service contracts, and other 
arrangements |#thistorically accounted for as leases. This guidance 
is generally applicable to arrangements entered into Of modified in 
interim periods beginning after May 28,2003.11#Company has 
applied this consensus prospectively beginning in its fiscal third 
quarter of 2003. M anagement bflieves this guidance could apply 
to certain future agreements witHnti^ct manuficttitefs that 
.produce or pack the Company's products,potentially resulfihgi in 
capital lease recognition within the balance sheet However, the 
impact of this consensus during 2003 and 2004 was insignificant;. 

Medicare prescription benefits 

In December 2003, the M edicare Prescription Drug Improvement 
and M odernizifkm Act of 2003 (the Act) became law. The Act 
introduces a prescription drug benefit under Medicare Part D as 
well as a federal subsidy (beginning in 2006) to sponsors of retiree 
health are benefit plans that provide a benefit tbit .is at least 
actoarially equivalent to Medicare Part D. In January 2004, the 
Company elected, pursuant to FASB Staff Position (FSP) 
FAS 106-1, to defer accounting recognition of the effects of th# 
Act until authoritative FASB guidance was issued. 







In M ay 2004, the FASB issued FSP FAS 106-2, which applies to 
sponsors of single-employer defined benefit postretirement .health 
care plans that are impacted by the Act. In general, the FSP 
concludes that plan sponsors shag Id follow SFAS No. 106 
" Employers' Accounting for Postretirement Benefits OtherIhii 
Pensions'" in accounting for the effects |f the Act,- with benefits 
lltffilutable to past service cost acco-iiftled for as an actuarial 
experience gain.,fit FSP is generally effective for the first 
interim period beginning after June 15, 2004, with earlier 
application encouraged. For employers such as Kellogg that 
elected deferral under FSP FAS 106-1, this guidance may be 
adopted retroactively to the date of Act enactment or prospec¬ 
tivity from the date of adoption. 

While detailed regulatens necessary to implement the Act have 
only recently been issued, management believes that certain 
health care benefit plans covering a significant portion ftfffft. 
Company’s U.S. workforce will qualify for the M edicare Part D sub¬ 
sidy, resulting in a reduction in the Company’s expense related fit- 
providing prescription drug benefits under these plans. 
Accordingly, the Company adopted FSP FAS 106-2 as of te 2004 
fiscal second quarter reporting period and has performed a remea¬ 
surement of its plan assets and obligations as of &e end of its 
2003 fiscal year The reduction in the benefit obligation attributa¬ 
ble to past service cost was approximately $73 million and tit to* 
tal reduction in benefit cost for full-year 2004 was approximately 
$10 million. 

Use of estimates 

The preparation If financial statements in conformity with gener¬ 
ally accepted accounting principles requires management to mate 
estimates and assumptions that affect the reported amounts of as¬ 
sets and liabilities and disclosure of contingent assets and liabili¬ 
ties at the date of the .financial statements and -rhc reported 
amounts of revenues and expenses during the reporting period. 
Actual results could differ from those estimates. 

NOTE 2 GOODWILL AND 
OTHER INTANGIBLE ASSETS 

For 2004, the Company recorded in selling, general, and alitni- 
strative (SGA) expense impairment losses of $10.4 million to write 
off the remaining carrying value of certain intangible assets. As 
presented in the following tables, the total a mount consisted of 
$7.9 million attributable to a long-term licensing agreement in 
North America and $2.5 million of goodwill in Latin America. 

Far2003, the Company recorded in SG.A expense an impairment 
loss of $10.0 million to reduce the carrying value of a 
contract-based intangible asset. The asset is associated with a 
long-term licensing agreement principally in North America and 
the decline in value was based on the proportionate decline in 
estimated future cash flows t® be derived fromtfh#contract versus 
original projections. 


Intangible assets subject to amortization 

(millions) Gross caiying amount 

Accumulated amortization 

2004 

2C03 

2004 

PI 

Telemarks $29.5 

$29.5 

$19.4 

$13 

Oter 29.1 

Ml 

26.7 

II 

8B $58.6 

1516 

$46.1 

PH 



2004 (b) 

IB) 

Amortization expense (a) 


$110 

$13.0 

31 Ti-e :jr r s3ty estraeo anraaie aTcnzaion expense fo" ea 

cnottnebs 


pprHafe^^ 

$1.5 per year. 




(b) Amortization for 2054 includes an Impairment lbs? of $7.9. 




|| Amortization fflU includes an impairment!??#|@S' 




Intangible assets not subject to amortization 

(millions) 


Tatal carrying amount 



2004 

TP® 

Trademarks 


$$404.0 

$1,404.0 

Sired ste-doorff§j; (Misery system 


578.9 

578.9 

Otte 


25.7 

211 

Total 


$2,008.6 

$a® 


Changes in the carrying amount of goodwill 


(minions) 

United States 

Europe 

Latin 

America 

Asia Pacicl?) 

Corn# 

dated 

December 28,2002 

|3,mi 

- 

$2.0 

$1.4 

flttti- 

Purchase accounting adjustments 

■ 

- 

- 

- 

tu 

Dispositions 

i® 

- 

- 

- 

151)1 

-Other 

m 

- 

.5 

1 

a 

December 27, ,2®f 

$3,093.8 

- 

$2.5 

m 

$3,098.4 

Purchase accoaini adjustments 

(.9) 

- 

- 

- 

(.9) 

Impairments 

- 

- 

(2.5) 

- 

(2.5) 

aw 

- 

- 


.1 

.1 

January $ 2005 

$3,092.9 

- 

- 

$2.2 

$3,095.1 


(a] Includes Australia and Asia. 


NOTE 3 COST-REDUCTION INITIATIVES 

To position the Company for sustained reliable growth in earnings 
and cash flow for the long term, management is undertaking a series 
of cost-reduction initiatives. Major initiatives commenced in 2004 
were the global rollout of the SAP information technology system, 
reorganization of pan-European o persti o n s» c®n so I i d a t i o n of U.S. 
meat alternatives manufacturing operations, and relocation of $h# 
Company's U S snacks business unit to Battle Creek, Michigan. 
Major actions impleminffd in 2003 included a wholesome 
snack plant consolidation in Australia, manufacturing capacity 
rationalization in the M ercosur region of Lata America and a plant 
wortforee reduction in Great Britain. Additionally, during all periods 
presented, the Company has undertaken various manufacturing 
capacity rationalization and efficiency initiatives primarily in its North 
American and European operating segments, as well as the 2003 
disposal of a manufacturing facility in China. Mare initiatives,are still 
in the planning stages and individual actions are being announced as 
plans are finalized. 






















Cost summary 

To implement all of these programs, the Company has incurred 
various up-front costs, including asset writeoffs, exit charges, and 
other project expenditures, 

for 2004, the Company recorded total program-related charges of 
approximately $109 million, comprised of $41 Million in asset 
write-offs, $1 million for special pension termination benefits, $15 
million in severance and' other exit costs, and $52 million in other 
cash expenditures such as relocation and consulting. 
Approximately 40% of the 2004 charges were recorded in cost of 
goods sold, with lift balance recorded in selling, geiieril, an# 
administrative (SGA) expense The 1004 charges impacted t§i 
Company's operating segments as follows (in millions): North 
America-$44, Europe-$65. 

For 2003, the Company recorded total program-related charges of 
approximately $71 million, comprised of $40 million in asset 
write-offs, $8 million for special pension termination benefits, and 
$23 million in severance and other cash costs. These charges were 
recorded principally in cost of goods sold and impacted! tl# 
Company’s operating segments as follows (in millions): North 
America.-$36, Europe-$21, LatinAmerica-$8, Asia Pacific-$6. 
for 2002, the Company recorded in col Of goods sold an impair¬ 
ment loss of $5 million iflated to the Company's manufacturing 
facility in China, representing a decline in real estate market value 
subsequent to an original impairment loss recognized for this 
property in 1997. lit Company completed a sale of this facility in 
lati 2003, and the cafrpg value of the property approximated 
pe net sales proceeds. 

At year-end 2003, the exit cost reserve balance totaled approxi¬ 
mately $'19 million. These reserves were principally comprised of 
severance obligations recorded in 2003, which were paid out 
during the first half of 2004, At year-end 2004, the exit cost 
reserve balance totaled approximately $1! million, re presenting 
severance costs to be paid out in 2005. 

2004 initiatives 

During 2004, the Company’s global rollout of its SAP information 
technology system resulted in accelerated depreciation of legacy 
software assets to be abandoned in 2005, as well as related 
coflliiting and other impleistfitatipn expenses. Total incremental 
costs for 2004 were approximately $30 million. Ip dose association 
with this SAP rollout, management undertook a ma,or initiative 
to improve the organizational design and effectiveness of 
pan-European operations. Specific benefits of this initiative are 
expected to include improved marketing and promotional 
coordination across Europe, supply chain network savings, overhead 
cost reductiins, and tax savings To achieve these benefits, 
management implemented, at the beginning of 2815, a new 
European legal and operating structure headquartered in Ireland, 
with strengthened pan-European management'authority'lid 
coordination. During 2004, the Company incurred various up-front 


costs, including relocation, severance, and consulting, of 
approximately $30 million. Additional relocation and other costs to 
complete this business transformation during the next several 
years are expected to be insignificant. 

To improve operations and provide for future growth, during 2004, 
tie Company substantially complete# its plan to close its meat 
alternatives manufacturing facility in Worthington, Ohio. The plan 
included the out-sourcing of certain operations and consolidation 
of remaining production at 'tie Zanesville, Ohio facility by §ii|| 
2005. The Worthington facility originally employed approximately 
300 employees, of which approximately 250 have separated tom 
the Company as a result of the plant closura'Htal asset write-offs, 
severance, and other up-front costs of the project are expected to 
be approximately $30 million, of which approximately $20 million 
was recognized during 2004. Management.expects to complete a 
sale of the Worthington facility in 2005. 

In order to integrate it with Ihe rest of our US operations, during 
2004, the Company complete# the relocation of its U S. snacks 
business unit from Elmhurst, Illinois (the former headquarters of 
feebler Foods Company) to Battle Creek, Michigan. About 
pne-third of the approximately 300 employees affected by this 
initiative accepted reteation/reassignment offers. The recruiting 
effort to fill the remaining open positions was substantially 
completed by year-end 2004, Attributable this initiative, 
fti Company incurred approximately $15 million in relocation, 
recruiting, and severance costs during 2004. Subject to achieving 
certain employment levels an# ether regulatory requiremeats, 
management expects to defray a significant portion of these 
up-front costs ftfOflfih various multi-year tax incentives, beginning 
in lfOS. litlJmhurst office building was sold in late 2004, and 
the net sales proceeds approximated carrying value. 

2003 initiatives 

fifing 2003, the Company implemented a wholesome snack 
plant consolidation in Australia, which involved the exit of a leased 
facility an# separation of approximately 140 employees. The 
Company incurred approximately $6 million in exit costs and asset 
write-offs during 2003 related' to this initiative 
The Company also undertook a manufacturing capacity 
rationalization in the M ercosur region of Latin America, which 
involved the closure of an owned facility in Argentina and separation 
of approximately 85 plant and administrative employees during 
2003..Tbs Company recorded an impairment loss of approximately 
$6 million to reduce the carrying value of the manufacturing facility 
to estimated fair value, and incurred approximately $2 million of 
severance and closure costs during 2003 to complete this initiative. 
In 2004, titCoispany began importing its products for sale in 
Argentina from other Latin America facilities. 

In Great Britain, management initiated changes in plant crewing to 
better match the work pattern to the demand cycle, whitfi resulted 
in voluntary workforce reductions of approximately 136 hourly and 



salaried employee portions Dgij|J 2003, the Company incurred 
approximately $18 million in separation benefit costs related to 
this infffive. 

NOTE 4 OTHER INCOME (EXPENSE), NET 

Other income (expense), net includes non-operating items such 
as interest income, foreign exchange gains and losses, charitable 
donations, and gains on asset sales. Other income (expense), net 
for 2004 includes charges of approximately $9 million for 
contributions to fit Kellogg's Corporate Citizenship Fund, a 
private trust established for charitable giving. Other income 
(expense), net for 2003 includes credits of approximately 
$17 million related to favorable legal settlements) a charge of 
$8 million for a contribution!to the Kellogg's Corporate Citizenship 
Fund, and a charge of $6,5 million to recognize the impairment of 
a cost-basis investment in an e-commerce business venture. Other 
income (expense), MfsrStIJcansists primarily of $24.7 million 
in credits related to legal settlements. 

NOTE 5 EQUITY 

Earnings per share 

Basic net earnings per share is determined by dividing net earnings 
by till weighted average number of common shares outstanding 
during the period. Diluted net earnings per share is similarly 
determined, except that the denominator is increased to indude 
the number of additional common shares that would have been 
outstanding if all dilutive potinlal common shares had been 
issued. Dilutive potential common shares are comprised principally 
of employee stock options issued by tie Company. Basic net 
earnings per share is reconciled to diluted net earnings per share 
as follows: 


(millions, except per share data) 

Net earnings 

Average 

shares 

outstanding 

Per share 

2004 

tele 

$890.6 

412.0 

$2.16 

Olive peter#?! amt* shares 

- 

4.4 

(.02) 

Diluted 

$890.6 

416.4 

$2.14 

im 

Basic 

$!?! 

40B 

$1.93 

Dilutive potential common shares 

- 

n 

(41) 

Diluted 

$781.1 

410.5 

$192 

2002 

Basic 

$ 720.9 

««§#. 

$177 

Dilutive potential common shares 

- 

i 

(12) 

Diluted 

.Ills 

■'1 1 

$05 


Comprehensive Income 

Comprehensive income includes all changes in equity during a 
period except those resulting from investments by or distributions 
to isifjreholders? Comprehensive income for the periods 'presented, 
consists of net earnings, minimum pension liability adjustments 
(refer to Note 9), unrealized gains and losses on cash flow hedges 
pursuant to SFAS No. 133 "Accounting for Derivative Instruments 


and Hedging Activities," and foreign currency translation adjust¬ 
ments pursuant to SFAS No. 52 “Foreign Currency Translation" 
as follows: 







Pretax 

(expense) 

Aftertax 

(minions) 

iffliut 

benefit 

amount 

2004 

Net earnings 

filet c«p@h®ivein®it:. 



$890.6 

Forego curacy translation adjustments 
Cash flow hedges: 

$717 

$- 

717 





cash flow hedges 

(10.2) 

3.1 

(7.1) 

Reclassification to net earnings 

19.3 

(6.9) 

12.4 

Minimum pension 'liability adjustments 

308.9 

(96.6) 

212.3 


$389.7 

($100.4) 

289.3 

Total: comprehensive income 



$1,179.9 

2003 

Net earnings 

filet c»pffiftensiveiincs#£. 



m 

Foreign curacy translation adjustments 
Cash flow hedges: 

$111 

f- 

Hi 

liittiiidifin'lliij'.i: 




cash flow hedges 

m 

6,6 

'St# 

tedassifcfa to net earnings 

IIS 

(3.8) 

1,5 

Minimum pension liability adjustments 

75.7 

(275) 

•in 


$1489 

($241 

124.2 

Total comprehensive income 



$9113 

2002 

Net earnings 

'Otfrtr (joteprehensive ineamer 



mgs 

Foreign curacy translation adjustments 
Cash flow hedges: 

m 

|# 

)§ 

tfiiUldfihlos#'®: 




cash tow hedges 

If: 

1 } 

Hi 

Reclassification to net earnings 

69 

# 

4.2 

Minimum pension liability adjustments 

(453.5) 

mi 

ia«t. 


($4479) 

$145,1 

0810) 

Total comprehensive income 



$4189 

Accumulated other comprehensive income floss) at year end con- 

silted of the following: 




(millions) 


2004 

2003 

Foreign currency translation adjustments 


($334.3) 

($406.0) 

ash flow hedges - unrealized! let illosi 


(46.6) 

M 

Minimum pension liability adjustments 


(59.0) 

mn 

Total accumulated other comprehensive income (loss) 

($439.9) 

■83 


NOTE 6 LEASES AND 
OTHER COMMITMENTS 

the Company's leases are generally for equipment and warehouse 
space. Rent expense on all operating leases was $87.3 million in 
2004, $80.5 million in 2003, and $89.5 million in 2062 
Adtfibinslly, the.Company is subject to residual value guarantees 
and secondary liabilities iff operating leases totaling 
approximately $14 million, for which liabilities of $1.1 million had 
been recorded at January 1,2005. 





























At January 1, 2005, future minimum annual lease commitments 
under noncancelable capital and operating leases were as follows: 



Operating 

Capital 

(millions) 

leases 

leases 

2005 

$872 

» 

2006 

is 

s 

M 

il 

'"f- 

Hu 

44.9 

- 

2009 

w 

- 

ffitasi beyond 

n 

- 

T«1 fliimum payments 

$404.2 

$3,2 

Amount representing interest 


m 

Obligations under capital leases 


n 

Obligations due within one year 


m 

Sp# obligations under capital leases 


$16 


One of the Company's subsidiaries is guarantor ©o loans to 
independent contractors for the purchase of 050 route franchises. 
At yiar-end 2004, there were total loans outstanding of $16,1 
million to 559 franchisees. All loans are variable rate with a term 
of 10 years. Related to this arrangeattnt, the Company has 
established' with a financial institution a one-year renewable loan 
facility tip to $17,0 million with a five-year term-QUt aid! ^rvicing 
arrangement. The Company has the right to revoke and resell the 
toils franchises in the event of default or any other breach of con¬ 
tract by franchisees. Revocations are infrequent. ^.Company's 
maximum: potential future payments under these guarantees 
are limited to the outstanding loan pilidipal balance plus 
unpaid interest. The fair value of these guarantees is recorded 
in the Consolidated Balance Sheet and is currently estimated 
W be insignificMt. 

The Company has provided various standard indemnifications in 
agreements to sell business assets and lease facilities over the past 
several years, related primarily to pre-existing tax, environmental, 
and employee benelt obliptiews. Certain of these indemnifications 
are limited by agreement in either amoift and/or term and 
others are unlimited. The Company .has also provided various 
"hall harmless" provisions within certain service type agreements. 
Because-tf& Company is not currently aware of any actual 
exposures associated with these indemnifications, management is 
ihable to estimate Eh© maximum potential future payments to be 
made. At January 1,2005, the Company had not recorded any 
liability related to these indemnifications. 

NOTE 7 DEBT 

Plots payable at year end consisted of commercial paper borrow¬ 
ings in the United States and to a lesser extent, bank loans and 
commercial paper of foreign subsidiaries at competitive market 
rates, as follows: 


(dollars in millions) 2004 2003 



Effective 


Effective 

Principal 

interest 

Principal 

interest 

amount 

rate 

amount 

rate 

U.S. comsiiiii paper $690.2 

2.5% 

$296:0 

121 

Canadian tasrfitttBtoial paper 12.1 

2.7% 

153 

m 

'Olfct 7.4 


95 


$709.7 


$320.8 


Long-term debt at year end consisted primarily of fixed rati 

issuances of U.S. Dollar Notes, as follows: 



(minions) 

2004 


2003 

(a) 4.875% U.S. Dollar Notes due 2005 

$199.8 


$200.0 

(b) 6:625% Euro Dollar Notes due 20:01 

- 


SOW 

(c) 6.0% U.S. Dollar Notes due 2006 

722.2 


8242 

icI'ill'U.5. Dollar Nfc 4*111, 

1,494.5 


1,4111 

(c)'»» US, Dollar Debentures due 21,1 

1,086.8 


toil 

(d) 4.49% U.S. Dollar Notes due 2006 

150.0 


225.0 

(e) 2875%, 15 Dollar Notes due 2008 

499.9 


499.9 

Otter 

18.0 


1*1 


4,17 L2 


4,843.5 

Less curat maturities 

(278.6) 


(5781) 

Balance at year end 

$3,892.6 


$4,265.4 


(a) In October 1998, the Company issued $200 of seven-year 4,875% fixed ratt US Jollar Notes to replace maturing ferf 
term Jgfg litsSfMbt with this ebbs, the Company sIM $200 notional amount of interest rate forward swap 
agreements, wit when combined wilt origM issue discount effectively fixed the interest rate on the debt at 687f. 


tllj antiary 1597 the Company issued $50® of seven-year 6.625% fixed rate Euro Dollar Nets. In conjunction with this 
issuance, the Company settled $500 iHStl amount of interest rate forward swap agreements, which effectively fixed the 
interest rate on the debt at 63541', lese Notes were repaid in J anuary 2004 

(c) In March 2001, the Company issued $4,600 of long-term debt instruments, primarily to finance the acquisition of feebler 
Foods Company, Hie table above reflects the remaining principal amounts outstanding as of year-end 2004 aod 2003. The 
effective interest rates on these Notes, reflecting issuance discount and swap settlement, are as follows: due 2006-6,39%; 

due 2011-708%; due 2031 Inihall ..ment ivatel place oi old out id» tlie United States, in 

reliance on exemptions from registration under the Secuhfe ftt 4 1933, as amended (the "1133 Act"), The Company then 
exchanged new debt securities for these initial debt instruments, with the new debt securities being substantially identical in 
all respects to the initial debt instruments, except for being registered under the 1133 Act These debt securities s®|ft' 
standard events of default and covenants. The Notes due 2006 and 2011, and the Debentures due 2031 may he redeemed in 

whole or part by the Compar at at ime es determined under formul . - Inn 100% of the principal 

amount plus unpaid interest to the redemption date). In December 2004, the Company redeemed $i||f f the Notes due 
2006, In December 2003, the Bnpiy redeemed $172.9 of the Notes #ati6. 

(d) lb November 2001, a subsidiary of the Company issued $315 of five-year 4,49% fixed tate'ISl Dollar Notes to replace 

other maturing debt, these Notes are guaranteed by the Company and mature $75 per year over the five-year term. These 
Notes, which were privately placed, contain standard warranties, events of default, and covenants, they also require the 
maintenance of a specified consolidated interest expense coverage ratio, and limit capital lease obligations and subsidiary 
debt. In conjunction with US$7 Pound Sterling 

curacy swap, which effecbvely converted this debt into a S302% ted rate Pound Sterling: obligation for the duration of the 
five-year term, 

(e) In 1 une 2003, the Company issued $500 of five-year 2,875% fixed rate U.S. Dollar Notes, using the proceeds from 
these Notes to replace maturing long-term debt, lese Notes were issued under an existing shelf registration statement. In 
conjunction with this issuance, the Company settled $258 notional amairit of forward interest ate contracts for a te ef 
$11.8, which is being amortized ft interest expense stp fctjmtf the debt Taring iij scout fteUWtli# 194' 
issuance discount, the effective interest rate on these five-year Notes is 138$, 

At January 1,2005, the Company had' $2.1 billion of short-tam 
lines of credit, virtually all of which were unused and available for 
borrowing 015 an unsecured' basis. These lines were comprised 
principally of an unsecured Five-Year Credit Agreement, expiring 
November 2009.The agreement allows the Company to borrow, 
on a revolving credit basis, up to $2.0 bill®),, to obtain letters of 
credit in an aggregate amount up to $75 million, and is provide a 
procedure for the lenders: Ito bid on Short-term debt if the 
Company This Credit Agreement replaced a $1.15 billion five-year 
agreement expiring in January 2006 and a $650 million 364-day 
agreement expiring in January 2005. The new Credit Agreement 


















contains cititgiiary covenants and warranties, including 
specified restrictions on indebtedness, liens, sale and leaseback 
transactions, and a specified ifittiist expense coverage ratio. If an 
event of default occurs, then, t@ tie extent permitted, the 
administrative agent may terminate the commitments under the 
new credit facility, accelerate any outstanding loans, and demand 
the deposit of cash collateral equal to the lender's letter of credit 
exposure plus interest. 

Scheduled principal repayments in long-term debt ait fin millions): 
2005-$278.6; 2006-$807.8; 2007-$2.0; 2008-$501.3; 2009-$1.4; 
2010 and beyond-$2,600.3. 

Interest paid was (in millions): 2004-$333; 2003-$372; 20Q2-$386. 
Interest expense capitalized as part of the construction cost of fixed 
assets was (in millions): 2004-$,9; 2C03-SC 2002-$1.0. 

NOTE 8 STOCK COMPENSATION 

The Company uses various equity-based compensation programs 
to provide long-term performami incentives for its global 
workforce. Currently, these incentives are administered through 
several plans, as described below. 

The 2003 Long-Term: Incentive Platp2003 Plan’"!, approved by 
shareholders in 2003, permits benefits to oe awarded to 
employees and officers in the form of incentive and non-qualified 
stock options, performanee shares or performance share wits, 
restricted stock it restricted stock units, and stock appreciation 
rights. The 2003 Plan authorizes the issuance of a total of 
(a) 25 million shares plus (b) shares not issued under the 2001 
Long-Term Incentive Plan the*2001 Plan"), with n| more than 5 
million Shares to be issued in satisfaction of performance units, 
performance-based restricted' shares and other awards (excluding 
stock options and stock appreciation rights), and with additional 
annual limitations on awards or payments to individual 
participants. Options granted under the 2003 Plan and 2001 Plan 
generally vest over two years, subject to earlier vesting if a change 
of control occurs. Restricted stock and performance share grants 
under the 2003 Plan and the 2001 Plan generally vest in thfi! 
years, subjecttt earlier vesting and payment if a Change ii 
contial occurs 

The Non-Employee Director Stock Plai f Director Plan") 
was approved by shareholders in 2000 and allows each eligible 
n&nL &MP vee director to receive 1,700 shares of the Company's 
common stock annually and annual grants of options to purchase 
5,010 shares of the Company's common stock. Shares other 
than options are placed in the Kellogg Company fiiifltof lust for 
Non-lmpioyee Directors (the "GrantorTrust"). Under the terms of 
"He Grantor Trust, shares are available to a director only upol 
termination of service on the Board Under this plan, awards 
were as follows: 2004-55,000 options and 18,700 shares: 
2003-55,000 options and 18,700 shares: 2002-50,850 options 
and 18,700 shares 


Options under all plans described above are granted with exercise 
pices equal to the fair market value of the Company's common 
stock at the time off*' granitand have a term §f ns more than 
tst years, if they are incentive steel options, or no more than: ten 
years and one day, if they are non-qualified stock options These 
plans permit stack option grants to contain an accelerated 
ownership feature f‘AO F"). An AOF option is generally granted 
when Companystock is used to pay the exercise price of a stock, 
option or any taxes owed, The holder of the option is generally 
graflrt an AOF option for the lumber of shares so used with the 
exercise price equal to the Hen fair market value of Ht 
Company's stock. For all AOF options, the original expiration date 
its not changed but the options vest immediately. Subsequent to 
2003, the terms of options granted to employees and directors 
have not contained an AOF feature. 

In addition to employee stock option grants-presented in the 
tables on page 44, under its long-term incentive plans, the 
Company made restricted stock gratis Is eligible employees as 
follows (approximate number of shares): 2004-140,000; 2003- 
209,000; 2002-132,000. Additionally, performance units were 
awarded to a limited number of senior executive-level employees 
for the achievement of cumulative three-year performance targets 
as follows: awarded in 2001 for cash flow targets ending in 2003; 
awarded in 2002 for sales growth targets ending in 2004; 
awarded in 2003 for gross margin targets ending in 2005. If the 
performance targets are met, the award of units represents the 
rightlireceive shares of common stock for a combination of 
shares and cash) equal to the dollar award valued fin the vesting 
date, No awards are earned unless a minimum threshold is at¬ 
tained. The 2001 award was earned at 200% of target and vested 
in February 2004 fora total dollar equivalent of $15.5 million. The 
2002 award was earned at 200% of target and vested in February 
2005 for a total dollar equivalent of $6.8 million.The maximum 
future dollar award that could be attained under the 2003 award 
is approximately $8 million 

The .2002 Employee Stock. Purchase Plan was approved by 
shareholders in 2002 and permits eligible employees to purchase 
Company stock at a discounted, price. This plan allows for a 
maximum- of 2.5 million shares of Company stock to be issued at a 
purchase price equal to the lesser of 85% of the fair market value 
of the stock on the first or last day of the quarterly purchase period. 
Total purchases through this plan for any employee are limited to a 
fair market value of $25,000 during any calendar year. Shares were 
purchased by employees under this plan as follows (approximate 
number of shares): 2004-214,000; 2003-248,000; 2002-119,000. 
Additionally, during 2002, a foreign subsidiary of tie Company 
established a stock purchase plan for its employees. Subject to 
limitations, employee contributions is this plan are matched 1:1 by 
Ire Company. Under this plan, shares were granted by the 
Company to match an approximately equal number of shares 
purchased by employees as follows (approximate number of 
shams); 2004-82,000; 2003-94,000; 2002-82,000. 


The Executive Stock Purchase Plan was established in |0i2 to 
encourage and enable certain eligible employees of the Company 
to acquire Company stock, and to »i§n morecloaelf the interests 
of those individuals and the Company's shareholders. This plan 
allows for a maximum of 500,000 shares of Company stock to be 
issued. Under this plan, shares were granted by fbi Company to 
executives in lieu of cash bonuses as follows (approximate number 
of shares): 2004-8,000; 2003-11,000; 2002-14,000. 


Transactions under these plans are presented in the tables below. 
Refer to Note 1 fir information ©n the Company's method of 
accounting for these plans. 


(minions) 

2004 

2803 

■ r w ' 

Number of options: 

Under lieginning of year 

37.0 

11 

.11 

Granted 

9.7 

■f|. 

15 

Exercised 

(12.9) 

P) 

ii 

Cancelled 

(1.3) 

m 


Under nfljen, end of year 

32.5 

m 

382 

Exercisable, end of year 

22.8 

24.4 

2 it 

Average prices per share: 

Under «,floii,tesinBi'n(#pr 

$33 

$33 

$31 

Granted 

40 

31 

33 

Exercised 

32 

i 

1 

Canceled 

41 

i 

i 

Under option, end of year 

$35 

$33 

$33 

Exercisable, end of year 

$35 

$34 

$34 

Shares available, end of year, 
for stock-based awards that may 
be granted under the following plans: 

Kellogg Emglayee Stock Owntrsilp i§ 

L4 

i§ 

.6 

2i0 Non-Employee Director Stock Plan 

.5 

4 

4 

iliffTw] Incentive Plan 

- 

- 

iti 

i§© Employee Stock Purthase Plan 

L9 

■|| 

14 

Executive Stock Hftpifte® 

.5 

1 

4 

2001 JUfif Incentive Plan (a) 

24.7 


- 

Toil 

29.0 

j I m i 

m 


(a) Refer to description of 2003 Plan within this note for restrictions on availability. 

Employee stock options outstanding and exercisable aider these 
plans as of January 1,2005, were: 


(millions, except per share data) 

Outstanding Exerctsailf 

Weighted 


Range of 
exercise 

gfl 

Number 
of options 

Weighted 

average 

exercise 

HB9 - 

average 

remaining 

contractual 

feijfisj 

Number 
of options 

Weighted 

average 

exercise 

price 

$24-3tm 

w 

$28 

6.4 

6.6 

$27 

31 - 35 

15 

34 

SI 

84 

34 

16 - 39 

a 

|| 

"it 

2.1 

38 

as- a 

.. m 

44 

11 

54 

44 


H 



22.8 



defined contrilution plans for certain employee groups. Defined 
benefits for salaried employees are generally based on salary and 
years of service, while union employee benefits, are generally a 
negotiated amount for each year of service. The Company uses its 
fiscal year end as the measurement date for the majority of its plans. 


Obligations and funded status 

The aggregate change in projected benefit obligation, change in 
plan assets, and funded status were: 


(minions) 

2004 

2003 

Change in projected benefit obligation 



Projected benefit obligation at beginning of year 

$2,640.9 

$f38,4 

Serif cut 

76.0 

67| 

Interest cost 

157.3 

'ill. 

Ilnp(l3dpants.'«t»liii|. 

2.8 

if 

gw**®. 

23.0 

ii 

Actuarial loss 

144.2 

195,8 

Benefits paid 

(155.0) 

(1349) 

Foreign currency adjustments 

68.8 

82.7 

Curtailment and special termination beiieft. 

8.7 

'll 

#8 

6.2 

J 

Proiected benefit obligation at end of year 

$2,972.9 

$2,640,9 

Change in plan assets 



Fair value of plan assets at bepnini of year 

$2,319.2 

$1,8494 

Actual return on plan assets 

319.1 

456,9 

Employer cointalpiis 

139.6 

S2.4 

Blnips.tfidpants'isnflijlliis: 

2.8 

If 

Benefits paid 

(349.3) 

ISS 

Foreign currency adjustments 

53.0 

i*. 

Site 

L5 

- 

Fair value of plan assets at end of year 

$2,685.9 

^$23192 

Funded status 

(52 87.0) 

($321,7) 

Unrecognized net loss 

868.4 

8223 

Unrecpgneed transition snort 

2.4 

it 

Unrecognized prior service cost 

70.0 

54.4 

Prepaid pension 

$653.8 

$557.4 

Amounts recognized in the Consolidated 



Balance Sheet consist of 



Prepaid baScist 

$730.9 

$18.1 

Acauaf benefit liability 

(190.5) 

(2563) 

Intangible asset 

24.7 

28J 

Minimum pension liability 

88.7 

MT6 

Net amount recognized 

$653.8 

JSJ.4 


The accumulated benefit obligation for all defined benefit pension 
plans was $2.70. billion and $2,41 billion at January 1,2005 and 
December 27,2003, respectively. Information for pension plans 
with accumulated benefit obligations in excess of plan assets were: 


(millions) 

2004 

■1 

Projected benefit obligation 

$4112 

$1,590,4 

Accumulated benefit obligation 

350.2 

1,3944 

Fair value of plan assets 

160.5 

wl 


NOTE 9 PENSION BENEFITS 

The Company sponsors a number of U.S. and foreign pensitn plans 
to provide retirement benefits for its employees. The majority of 
these plans are funded or unfunded defined benefit plans, although 
the Company does participate in a few multi employer or other 
































The significant reduction in under-funded plans for 2004 relates to 
increased funding and favorable performance of trust assets during 
2004, leading to a reduction in the minimum pension liability at 
January 1,2005. At January 1,2005, a cumulative after-tax charge 
of $59.0 million ($88.7 million pretax) has been recorded in other 
comprehensive income to recognlzt thi additional mini mum 
pension liability in excess of iifricognized prior service cost. 
Refer te Note 5 for further information on the changes in minimum' 
liability included in ether cornprefietsive income for each of 
til periods presented. 


Expense 

The components of pension expense were: 


(millions) 

2004 

2003 

- m2' - 

Service cast 

$76.0 

$675 

$57.0 

Interest cost 

157.3 

m,i 

Ilf 

Expected titum an plan assets 

(238.1) 

lS4i 

mi 

Amortizatton of unrecognized 




translion obligation 

.2 

i 

i 

Ameitizatton of unrecognized 




prior service cost 

8.2 

tr 

IS 

Recognized net less 

54.1 


11.5 

Euftalment and special termination benefits - 




net loss 

12.2 

II 

- 

Pension expense (iiac«ne) - Company plans 

69.9 

'14 

PM 

Pension expense - def^MMti ttes 

3.8 

It 

21 

TSl tension expense 

$73.7 

$41.6 

$1.8 


Certain of the Company's subsidiaries sponsor 401(fe| or similar 
savings piifis for active employees. Expense related to these plans 
was (in millions): 2004-$26; 2QQ3-$26; 20ff2-$26. Company 
contributions to these savings plans approximate annual expense. 
Company contributions to multiemployer and other defined 
confribytion pension plans approximate the amaytlt'lf annual 
expense presented in the table above 
All gains and losses, other than those related to curtailment or 
special termination benefits, are recognized oyer fit average 
remaining service period of active plan participants. Net losses 
from special termination benefits and curtailment recognized in 
2004 are related primarily to Special termination benefits granted 
tp the Company's former CEO and other former executive officers 
pursuant to separation agreements, and to a lesser extent, 
liquidation if the Company's pension fund in South Africa and 
continuing plant workforce reductions in Great Britain. Net losses 
from special termination benefits recognized in 2003 are related 
primarily to a pllff .workforce reduction in Great Britain. Refer to 
Note 3 for further information on this initiative. 


Assumptions 

The worldwide weighted average actuarial assumptions used to 
determine benefit obligations were: 



2004 

2003 

28|2 

taint rate 

5.7% 

5.9% 

6 .6% 

Long-Uri rate of compensation test 

4.3% 

4.3% 

.47% 


The worldwide weighted average actuarial assumptions used to 
determine annual net periodic benefit cost were: 



2004 

2003 

m 

taunt rate 

5.9% 

65% 

IS 

Long-tam rate of ciapeitsfiw tease 

4.3% 

47% 

4.7% 

Long-term rate of return ft plan assets 

9.3% 

13% 

151 


To determine the overall expected long-term rate of return on plan 
assets, the Company works with third party financial consultants to 
model expected returns over a 20-year investment horizon with 
respect to the specific investment mix of its major plans. The return 
assumptions used reflect a combination rigorous historical 
performance analysis and forward-looking views of the financial 
markets including consideration of current yields on long-term 
bonds, price-earnings ratios of the major stock market indices, and 
long-term inflation. Tie U S. model, which corresponds to approxi¬ 
mately 70% of consolidated trust assets, incorporates a long-term' 
inflation assumption of 2.7% and an active management premium 
Of 4% (net of fees) validated by historical analysis. Similar methods 
are used for various foreign plans with invested assets, reflecting 
local economic cSiditions, Although management reviews the 
Company's expected long-term rates of return annually, the benefit 
pit investment performance tor one particular year does not, by 
itself, significantly influence this evaluation. The expected rates of 
return are generally not revised, provided these rates continue to fall 
within a "more likely than not" corridor of between Che 25th and 
75th percentile of expected long-term returns, as determined by the 
Company's modeling process. The expected rate of return for 2004 
of 9.3% equated to approximately the 50th percentile expectation. 
Anyfature variance between the expected and actual rates of return 
on plan assets is recognized in the calculated value of plan assets 
over a five-year period and once recognized, experience gains and 
losses are amortized using a declining-balance method over the 
average remaining service period of active plan participants. 


Plan assets 

The Company's year-end pension plan weighted-average asset 
allocations by asset category were: 


2004 2003 

Equity securities 

76% 

151 

DeMsectifs 

23% 

24% 

Ota 

1% 

1% 

Toll' 

100% 

1001 


The Company's investment strategy for its major defined benefit 
plans is to maintain a diversified portfolio of asset classes with the 
primary goal of meeting long-term cash requirements as they 
become due. Assets are invested in a pru^M manner to maintain 
the security of funds while maximizing returns within the Company's 
guidelines. The current weighted-average target asset allocation 
reflected by this strategy is: equity securities-74%, debt secpities- 
24%; other-2%. Investment in Company common stock represented 
less than 2% of consolidated plan assets at January 1,2005 and 
December 27,2003. Plan funding strategies are influenced by tax 
regulations. The Company oprently expects to contribute approxi¬ 
mately $26 million to its defined benefit pension plan# during 2005 


















Benefit payments 

The following benefit payments, which reflect expected future 
service, as appropriate, are expected to be paid: 


(millions) 

Expected benefit payments by year: 

2005 


$1383 

2006 


1483 

If 


151? 

2008 


155,4 

If® 


158$ 

118-2314 


873$ 

NOTE 10 NONPENSION 
POSTRETIREMENT AND 



POSTEMPLOYMENT BENEFITS 


Postretirement 



The Company sponsors a number of plans to provide health care 
and oftir welfare benefits to retired' employees in the'United 1 
States and Canada, who have met certain age and service 
requirements, ft# majority of these plans afilinded or unfunded 
defined benefit plans, athotlflh the Company does participate in a 
few multiemployer or other defined contribution plans for certain 
employee groups, The Companycsniributes to voluntary employee 
benefit association (VEBA) trusts to fund certain U.S, retiree healff 
and welfare benefit obligation! fh|: Company uses its fiscal year 

end as the measurement date forthese plans. 


Obligations and funded status 



The aggregate change in accumulated post retirement benefit 
obligation, change in plan assets, and funded status, were: 

(minions) 

2004 

91 

Change in accumulated benefit obligation 

Accumulated benefit obligation it beginning of year 

$1,006.6 

if# 

Service cost 

12.1 

12.5 

Interest cost 

55.6 

60.4 

Actuarial, loss 

24.3 

1.4 

Amendments 

- 

it 

fails paid 

(53.9) 

m 

Foreign currency adjustments 

2.0 

3.4 

Other 

- 

i 

- . -7 77-.-!.:.- -7' -7, 

$1,046.7 

$1,006,6 

Change in plan assets 

Fair value# plan assets at beginning of year 

$402.2 

$2804 

Attual return on plan assets 

54.4 

§1 

Employer contmtsutons 

64.4 

101.8 

Benefits paid 

(52.6) 

.list- 

Other 

- 

§t 

V 7 ' : 1..7-. X X 

$468.4 

$402.2 

Funded status 

($578.3) 

($604.4) 

Unrecognized net loss 

29L2 

295.6 

UnracQinized: prior service cost 

(29.2) 

ifs 

Accrued pstrebrement benefit cost recognized as a liability 

($316.3) 

($340.8) 


Expense 


Components of postretirement benefit expense |ere 


(millions) 

2004 

2003 

2002 

Service cost 

$12.1 

$12:5 

III# 

Interest cost 

55.6 

ill 

113 

Expected return on plan assets. 

(39.8) 

mi 

ftf 

Amortization of unrecognized, 
prior service cost 

(2.9) 

125) 

.H 

Recognized .net toss®. 

14.8 

ii 

1.2 

Cuilient anil special termination 
benefits-net gain 

_ 

_ 

if*., 


Postretirement benefit expense $39.8 $49.9 


All gains and losses, otflttfflin those related to curtailiment or 
special termination benefits, are recognized oyer th# average 
remaining service period of active plan participants. Dating 2002, 
the Company recognized a $16.9 million 'Curtailment gain 
related to a change in certain retiree health, care benefits 
from employer-provided defined benefit plans to multiemployer 
defined coniribution plain. 


Assumptions 

The weighted average actuarial assumptions used to determine 
benefit obligations were: 


2004 

2003 

2002 

Discount >rate 5.8% 

if 

6* 

The weighted average actuarial assumptions used to determine 
annual net periodic benefit mA lire: 

2004 

2003 

2002 

Discount rate 6.0% 

6.9% 

73% 

Long-term rate of return on plan assets 9.3% 

m 

S.5% 


The Company determines the overall expected long-term rate of 
rejourn on VEBA trust assets in the same manner as that described 
for pension trusts in N ote 9. 


The assumed health Care cost trend rate is 8.5% for 2005, 
decreasing gradually to 4.5% by the year 2009 and remaining at 
fiat level thereafter. These trend rates reflect the Company's recent 
historical expartesii aid management's expectation that future 
rates will decline. A one percentage point change in assumed 
health care cost trend rates would have the following effects: 


(millions) 

One percentage 
point increase 

One percentage 
point decrease 

Effect on total of service and interest cost components 

$13 

($71) 

Effect on postretirement benefit obligation 

$122.8 

($103.9! 


in December2003, fht Medicare Prescription Drug Improvement 
and M odemizaliil Act of 2003 (the Act) became law. The Act 
introduces a prescription drug benefit under Medicare Part D as 
well as a federal subsidy to sponsors of retiree health care benefit 
plans that provide a benefit that is at least actuarially equivalent 
to M edicara Part D. While detailed regulations necessary t:| 
implement the Act have only recently been issued, management 
believes that certain health care benefit plans covering a significant 
portion: of the Company's U.S. workforce will qualify for the 


























M edicare Part D subsidy, resulting in a reduction forth® Company's 
expense related to providing prescription drug benefits under 
these plans, Upon remeasurement at year-end 2003, the reduction 
in the benefit obligation attributable to past service cost was 
approximately $73 million and the total reduction in benefit cost 
for full-year 2004 was approximately $10 million. Refer to Note 1 
for further information 


Plan assets 

The Company's year-end VEBA trust weighted-average asset 
allocations by asset category were: 



2004 

2003 

Equity securities 

77% 

« 

Debt securities 

23% 


Otter 

- 

n 

Toll 

100% 

108% 


The Company's asset investment strategy for Its VEBA trusts is 
consistent with that described for its pension trusts in Note 9. The 
current target asset allocafen is 74% equity securities, 25% debt 
securities and 1% Other. Actual asset allocations at year-end 2003 
differ significaiSf from the target due to late-year cash' contribu¬ 
tions not yet if fUt ed lit Company cunffily expects to ®itribut! 
approximately $63 million to its VEBA trusts during 2005. 

Postemployment 

Under certain conditions, the Company provides benefits to former 
or inactive employees in the United States and several foreign 
locations, including salary continuance, severance, and long-term 
disability. The Company recognizes an obligation for any of these 
benefits tlitvest or accumulate with service. Pastern pi oyaint 
benefits that d® not vest or accumulate with service fetch as sever¬ 
ance based solely on annual pay rather than years of servicej or 
costs arising from actions that offer benefits to employees in excess 
of those specified in the respective plans are charged to expense 
when' incurred. The Company's postemployment benefit plans are 
unfunded Actuarial assumptions used are consistent with thttt 
presented for postretirimint benefits on page 46. The aggregate 
change in accumulated postempI&ywSBefit obligation and the 
net amount recognized were: 


(millions) 

2004 

m 

Change in accumulated benefit obligation 



Accumulated benefit obligation at beginning of year 

$35.0 

$211 

Service oast 

3.5 

if 

Interest cost 

L9 

w 

Acttwiil loss 

7.8 

flj 

Benefits paid 

(10.8) 

«3i 

Foreign currency adjustmenste 

.5 

.8 

-: 1 : 7 ' ' :' . V S, 

$37.9 

$311 

Funded status 

($37.9) 

!$« 

Unrecognized net loss 

15.1 

11.8 

Accrued postemployment benefit cost recognized as a liability 

($22.8) 

mi) 


Components of postemployment benefit expense were: 


(millions) 

2004 

2003 

Hi 

Service coi 

$3.5 

$3.0 

$20. 

interest cost 

L9 

2.0 

If 

Recognized net tosses 

4.5 

51 

M 

Pflstemiilpwt benefit expense 

$9.9 

$8.0 

$5.1 

Benefit payments 

The following benefit payments, which reflect expected future 

service, as appropriate, are expected to be paid: 


(minions) 


Postretiremen 

Psstfflffejment 

Expected benefit payments by year: 

21© 


$511 

$7:5 

2006 


-il¬ 

71 

2007 


ls 

50 

f|| 


ip 

§| 

2009 


as 

33, 

■fig 


341.3 

si 


NOTE 11 INCOME TAXES 

Earnings before income'taxes and and the provision for U.S. 
federal, state, and foreign taxes on these earnings were: 


(millions) 

2004 

m 

ms 

Earnings before income taxes 

United Slates 

$952.0 

$799.9 

$791.3 

Foreign 

413.9 

3616 

la 


$1,365.9 

$1,169.5 

$1,144.3 

Income taxes 

CurtsnUy payable: 

Federal 

$249.8 

lift! 

m 

State 

30.0 

403 

462 

Foreign 

137.8 

1252 

1:80 


417.6 

m 

3122 

Deferred: 

Federal 

515 

311 

SI 

Stele 

5.3 

(8-6) 

8.4 

Foreign 

.9 

fits 

If * 


57.7 

« 

1112 

Itei income taxes 

$475.3 

$382.4 

$423.4 


The difference between the U.S. federal staSttary tax rate andiflit 
Company's effective income tax rate was: 



2004 

2003 


U.S. statutory tax rate 

35.0% 

35,0% 

~m 

Foreign rates varying fram 35% 

-.5 

-.9 

-8 

State iipilixii net of federal benefit 

17 

1.8 

IS 

Foreign earnings repatriation 

2.1 

- 

a 

Donation of appreciated assets 

- 

- 

-1.5 

Net ijnpin valuation allowances 

■15 

-.1 

-i 

Statutory rate changes, deferred tax. imfs®. 

.1 

-.1 

- 

08 ft 

■2.1 

•IS 

-14 

Effective inc^#Sx rate 

34.8% 

32.?%: 

nm 

































The Company's consolidated effective income tax rate has bene¬ 
fited from tax planning initiatives over the past several years, 
declining from 37% in 2002 to slightly less than 35% in 2004. 
The 2003 rate was even lower at less man. 33%, as it i|cl|ded 
over 200 lasts points, of discrete benefits, such as favorable audit 
closures and revaluation! of deferred state tax liabilities. 

Qh October 22,2004, the American Jobs Creation Act ("AJCA") 
became law. The AJ CA creates a temporary incentive for U.S. 
mullnationals to repatriate foreign earnings by providing an 85 
percent dividend received deduction for qualified dividends The 
Company may elect to claim this deduction for qualified dividends 
received in either its fiscal 2004 or 2005 years, and management 
currently plans to elect this deductitft for 2005. M anagement 
cannot fully evaluate the effects of this repatriation provision until 
tit Treasury Department issues clarifying regulations fifftemore, 
pending technical corrections legislation is needed to clarify that 
lit dividend received deduction applies to bofbtlfrcssh and 
" section 78 gross-up" portions of qualifying dividend repatriations. 
While management believes that technical corrections legislation 
will pass in 2005, the Company has currently developed its 
repatriation plan based ® the Jess favorable AJCA provisions in 
force as of year-end 2004. Under these assumptions, management 
curffhtly ifitiids to repatriate during 2005 approximately 
$70 million of foreign earnings under the AJCA and an additional 
$550 million of foreign earnings under regular rules, P pm 2004, 
it was management's intention to indefinitely reinvest substantially 
all of the Company's undistribited foreign earnings. Accordingly, no 
deferred tax liability had been recorded in connection with fit 
future repatriation of these earnings. Now that repatriation is 
foreseeable' for up to $621 million of these earnings, til Company 
provided in 2004 a deferred tax liability of approximately 
$41 million. Within the preceding table, this amount is shown net 
of related foreign tax credits of approximately $12 million, for a net 
rate increase due to repatriation of 2.1 percent. 

Should the technical corrections legislation pass during 2005, 
management currently believes that the Company would most 
likely repatriate a higher amount of foreign subsidiary earnings up 
to $1.1 billion under AJCA for a similar amount of tax cost, 
itwever, under the law as enacted at January 1, 2005, 
management has determined that reinvestment of these earnings 
in the local businesses should provide a superior rate of return to 
tie Company, as compared to repatriation. Accordingly, U.S. income 
taxes have not yet been provided on approximately $730 million of 
foreign subsidiary earnings, 

Generally, the changes in valuation allowances on deferred tax 
assets and corresponding impacts on the effective income tax rate 
risuttfom management's assessment of the Company's ability to 
utilize certain operating loss and tax credit carryforwards. For 
2004, the 1.5 percent rate reduction presented in the preceding 
table primarily reflects reversal of a valuation allowance against 
U.S. foreign tax credits, which management currently believes will 


Is utilized in conjunction with the aforementioned 2005 foreign 
earnings repatriation. Total tax benefits of carryforwards at 
year-end 2004 and 2003 were approximately $48 million and $40 
million, respectively. Of the total carryforwards at year-end 2004, 
approximately $3 million expire in 2005 and another $4 million 
will expire within five years. Based on management’s assessment 
of the Company's ability to utilize lies! benefits prior to 
expiration, the carrying value of deferred tax assets associated 
with carryforwards was reduced by valuation allowances to 
approximately $37 million at January 1,2005. 


The deferred tax assets and liabilities included in the balance sheet 
at year-end were: 



Deferred tax assets 

Deferred tax liabilife 

(millions) 

2004 

jiL 

2004 

jgg 

Current: 

Pramotfon- and advertising 

$17.0 

itf 

$8.9 

$11 

Wages and payroll taxes 

29.5 

IIS 

- 

- 

Inventory valuation 

20.2 

» 

13.4 

Ill 1 

Heal and pestretirement benefits 

34.7 

41.2 

.1 

- 

State taxes 

6.8 

12.4 

- 

- 

Operating loss and credit carryforwards 

3L8 

P 

- 

- 

Unrealized hedging losses, net 

26.5 

.III 

- 

n 

Foreign earnings repattafa 

- 

- 

40.5 

- 

Other 

27.8 

345 

20.6 

IIS 

Less valuation allowance 

194.3 

(3.9) 

jtf” 

©I 

83.5 

If 


190.4 

194.0 

83.5 

35.1 

Noncurrent: 

Depreciation and asset disposals 

8.0 

it 

376.9 

311:4 

Heal and posteirement benefits 

134.8 

Wi 

229.8 


Capitalized interest 

- 

- 

9.7 

#1 

State taxes 

- 

- 

74.5 

74.8 

Operating toss and credit carryforwards 

16.3 

It 

- 

- 

Trademarks and other intangibles 

- 

- 

664.2 

f§5.7 

Deferred cosfiftsier 

37.6 

Hi 

- 

- 

Other 

12.6 

113 

7.3 

II. 

Less station allowance 

209.3 

(12.9) 

13U 

!336) 

1,362.4 

ijii 


196.4 

385.7 

1,362.4 

iSli 

Total deferred taxes 

$386.8 

$499.1 

$1,445.9 

$13132 


Cash paid for income taxes was fin millions): 2004-$421; 
2003-$289; 2002-$250. 


NOTE 12 FINANCIAL INSTRUMENTS 
AND CREDIT RISK CONCENTRATION 

The fair values of the Company's financial instruments are based 
on carrying value in the case of short-term items, quoted market 
prices for derivatives and investments, and, in the case' of tong 
term debt, incremental borrowing rates currently available on 
loans with similar terms and maturities;The carrying amoubtebf 
the Company's cash, cash equivalents, .receivables, and nites 
payable approximate fair value. The fair value if tit Company's 
long-term. debt at January 1,2005, exceeded its carrying value by 
approximately $487 million. 













The CampWs exposed to certain market risks w hich fist as a part 
of its ongoing business operations and uses derivative financial and 
commodity instruments, where appropriate, to manage these riste, in 
general, Instruments used as hedges mast be effective at reducing 
the risk associated with the exposure being hedged and mast be 
designated as a hedge at the inception oftfti contract In accordance 
with SFAS No, 133, the Company designates derivatives as either 
cash flow hedges, fair value hedges, let investment hedges, or other 
contracts used to reduce volatility in tliirsnilation of foreign 
currency earnings to | S Dollars.,The fair values of all hedges are 
recorded in accounts receivable or other current liabilities. Gains and 
losses representing either hedge ineffectiveness, hedge components 
excluded from the assessment of effectiveness, or hedges of transit^ 
Banal 1 exposure are recorded in ftther income (expense), net Within the 
Consolidated Statement of Cash Flows, settlements of cash flow and 
fair value hedges are classified as an operating activity; settlements of 
all other derivatives are classified as a financing activity. 

Cash flow hedges 

Qualifying derivatives are accounted for as cash flow hedges when 
the hedged item is a forecasted transaction. Gains and fosses oh 
these instruments are recorded in, other comprehensive income 
Until the underlying transaction is recorded in earnings. Whfftihff 
hedged item is realized, gains or losses are reclassified from 
accumulated liter comprehensive income to the StitiriRent of 
Earnings on, tie same line item as the underlying transaction. For 
all cash flow hedges, gains and losses representing either hedge 
ineffectiveness or hedge components excluded from the assessment 
of effectiveness were insignificant during the periods presented. 

The total lit loss attributable to cash flow hedges recorded in 
accumulated other comprehensive income at January 1,2005, was 
$46,6 million, related primarily to forward-starting interest rate 
swaps se tH during 2001 and treasury rate locks settled during 
2003 (refer to Note 7). This loss is being reclassified into interest 
expense over periods of 5 to 30 years, Other insignificant amounts 
related to foreign currency and commodity price cash flow hedges 
will be reclassified into earnings during the next 18 months. 

Fair value hedges 

Qualifying derivatives are accounted for as fair value hedges when 
the hedged item, is a recognized asset, liability, or firm comm, it- 
meftt Gains and losses on these instruments are recorded in 
earnings, offsetting gains and losses on the hedged item. For all 
fair value hedges, gains and losses representing titter hedge 
ineffectiveness or hedge components excluded from the assessment 
of effectiveness were insignificant during the periods presented. 

Net investment hedges 

Qualifying derivative and nonderivative financial instruments are 
accounted for as net investment hedges when the hedged item is 
a foreign, currency investment in a subsidiary. Gains and losses on, 
these instruments are recorded as a foreign currency translation 
adjustment in other comprehensive income. 


Other contracts 

The Company also enters into foreign currency forward contracts 
and options to reduce volatility in the translation of foreign currency 
earnings to U.S. Dollars. Gains and losses on these instrufsenfc are 
recorded in other income (expense), net, generally reducing the 
exposure to translation volatility during a full-year period. 

Foreign exchange risk 

The Company is exposed to fluctuations in foreign currency cash 
flows related primarily i® third-party purchases, intercompany loaws 
and pfotfuet shipments, and nonfunctional currency denominated 
third party debt. The Company is also exposed to fluctuations in the 
value of foreign currency investments in subsidiaries and cash flows 
related to repatriation of these investments. Additionally, the 
Company is exposed to volatility in the translation of foreign 
currency earnings to U S Dollars The Company assesses foreign 
cUfipcy risk based on transactional cash flows and translational 
positions and enters into forward contracts, options, and currency 
swaps to reduce fluctuations in net long or short currency positions. 
Forward contracts and options are generally less than 18 months 
duration. Currency swap agreements are established in, conjunction 
with the tew of underlying debt issues. 

For foreign cyrrency cash flow and fair value hedges, the assessment 
of effectiveness is generally based on changes in spot rates. 
Changes in time value are reported in other income {expense), net. 

Interest rate risk 

The Company is exposed to interest rate volatility with, regard ft 
ftitai issuances of fixed rati debt and existing issuances of variable 
rate debt. The Company currently uses interest rate swaps, including 
forward-starting swaps, to reduce interest rate volatility and funding 
costs associated with certain debt issues, and to achieve a desired 
proportion of variable versus fixed rate debt, based on current and 
projected market conditioi 

Variable-to-fixed interest rate swaps are accounted for as cash, flow 
hedges and the assessment of effectiveness is based on changes in 
tie present value of interest payments on the underlying debt. 
Fixed-to-variable interest rate swaps are accounted for as fair value 
hedges and the assessment of effectiveness is based on changes in 
Ihl fair value of the underlying debt, using incremental borrowing 
rates currently available on loans with similar tews and maturities. 

Price risk 

The Company is exposed to price fluctuations primarily as a .result of 
anticipated purchases of raw and packaging materials and energy 
The Company uses the combinational long cash positions with 
suppliers, and exchange-traded futures and option! contracts to 
reduce price fluctuations in a desired percentage of forecasted 
purchases over a duration of generally less than 18 months. 

Commodity contracts are accounted for as cash flow hedges. Tht 
assessment of effectiveness is based on, changes in futures prices. 


50 


Credit risk concentration 

The Company is exposed to credit loss in the mmi of nonperfor¬ 
mance by counterparties on derivative financial and commodity 
contracts. This credit loss is limited to 'the cost of replacing these 
contract? at curtintisarket rates. M anagement believes the proba¬ 
bility of such loss is remote. 

financial instriiiments, which potentially subject the Company to 
concentrations of credit risk, are primarily cash, cash equivalents, 
and accounts receivable. The Company places its investments in 
highly rated financial institutions and investment-grade short-term 
debt instruments, and limits the amount of credit exposure to 
any of# entity. Historically, confentratio^of credit risk wifi 
respect to accounts receivable have been limited due too tle large 
number of customers, generally shift payment terms, and their 
dispefsiW across geographic areas. However, there has been 
significant worldwide consolidation in the grocery industry in 
recent years. At January 1, 2005, the Company's five largest 
customers globally comprised approximately 20% of consolidated 
accounts receivable. 


NOTE 13 QUARTERLY FINANCIAL DATA 

(UNAUDITED) 


(millions, except 
per share data) 


Net sales 


Gross profit 



2004 

2683 


2004 

‘ ®S 

First 


$2,390.5 

$2;W5 


$$035.0 

$916.4 

Seeahl 


2,387.3 

2247.4 


$080.2 

1,1113 

lit 


2,445.3 

Jail 


$126.2 

11341 

Fourth 


2,390.8 

Hit 


$073.8 

346.9 


$9,613.9 

$11115: 


$4,315.2 

$yi2^ 


Net e< 

irmngs 


Net earnings per share 



2004 

38®. 

2004 



2063 




Basic 

Diluted 

Basic 

Diluted 

First 

$219.8 

$163.9 

$.54 

$.53 

$.40 

$40 

Second 

237.4 

US 

.58 

.57 

.50 

50 

litt 

247.0 

111 

60 

.59 

,§ 

j§ 

Fourth 

186.4 

1880 

.45 

.45 

.46 

m 


$890.6 

mi 






The principal market for trading Kellogg shares is the New York 
Stock Exchange fNYSE). fit shares are also traded on the Boston, 
Chicago, Cincinnati, Pacific, and Philadelphia Stock Exchanges. At 
year-end 1004, the closing price (on fit NYSE) was $44.66 and 
them were 43,584 shareholders of record. 


Dividends paid per share and the quarterly price ranges on tit 
NYSE during the last two years were: 


2004 - Quarter 

liaiend 
per share 

High 

Stock pice 

Low 

First 

$.2525 

$39.88 

$37.00 

Stanl 

.2525 

43.41 

38.41 

Third 

.2525 

43.08 

39.88 

Fourth 

.2525 

45.32 

4110 

$10100 


Dividend _ Stock price _ 

2113- Quarter per Share High Low 

First $225 $3196 $M~ 

Second .Et 3536 30.41 

IK 2525 3514 3316 

Fourth 2525 37.80 32S2_ 

$ 1.0100 


NOTE 14 OPERATING SEGMENTS 

Kellogg Company is the wdtfs leading producer of cereal and a 
leading producer of convenience foods, including coeStS, crackers, 
toaster pastries, cereal bars, frozen waffles, and meat alternatives. 
Kellogg products are manufactured and marketed globally. 
Principal markets for these products include the United States and 
United' Kingdom. 

In recent years, the Company was managed in two major divisions - 
United States and International During late 2003, the Company 
reorganized its geographic management structure to North America, 
Europe, Latin America, and Asia Pacific. This new organizational 
structure is the basis of the following operating segment data. 
The prior periods have been 'restated to conform to the current - 
period presentation. This restatement includes: 1) the combination 
of U S and Canadian results unto North America, 2) the 1 reclassifica¬ 
tion of certain U.S. export operations’ from U.S, to Latin America, and 
3ftlt reallocation of certain selling, general, and administrative 
(SGA) expenses between Corporate and MmthAmerica. 

The measurement of operating segment results is generally 
consistent with the presentation of the Consolidated' Statement 
of Earnings and Balance Shilt intercompany transactions 
between reportable operating segments were insignificant in all 
periods presented. 


(millions) 

2004 

213 

iff: 

Net sales 

North America 

$6,369.3 

$5,954.3 

$5,Ml 

Europe 

2,007.3 

1,14.2 

ijil 

Latin: America 

718.0 

166.? 

6481 

Asia Pacific :{|l 

519.3 

413 

3853 

Consolidated 

$9,613.9 


$8,304.1 

Segment operating profit 

North America 

$$240.4 

$1,134.2 

$1,138:0 

Europe 

292.3 

im 

25|| 

gfwtj-f. 

185.4 

168.9 

ft® 

AsMaeifc 

79.5 

611 

its 

Coprate 

(116.5) 

{fit 

■ 

Consolidated 

$$6811 

$1,544.1 

$1,508.1 

Depreciation and amortization 

North America 

$2614 

$2464 

12213 

Europe 

95.7 

7®. 

ill 

lain Meifei 

15.4 

ill 

.at, 

tePaeifc 

20.9 


21.1 

Coprate 

16.6 

a? 

E9 


Consolidated _$41(10_ $3728_ $349.9 


la) Includes Australia and Asia. 

































(millions) 

2004 

2003 

2002 

Interest expense 




North America 

$17 

$4,0 

m 

Europe 

15.6 

aa 

22 ‘! 

litis Abio 

.2 

i 

1 

Isis f life'i?| 

.2 

i 

.4 

Corporate 

290.9 

3487 

361:6 

Consolidated 

$308.6 

$371.4 

$391,2 

Income taxes 




North America 

$3715 

$3451 

$364|. 

Europe 

64.5 

54,6 

4«| 

Latin America 

39.8 

■ill 

425 

fete Mafic 

(.8) 

1 # 

73 

Corporate 

.3 

1655) 

(3741 

Consolidated 

$475.3 

$3814 

$423.4 

Total assets 




North America 

$10,287.5 

$11,381.8 

$#815 

Europe 

2,363.6 

1,811-1 

1,687.3 


4111 

341.2 

317:4 

Asia Pact: 

347.4 

lit 

Hi 

Coprate 

6,679.4 

6,274.2 

ilia 

Elimination entries 

(9,298.6) 

(,8.9566) 

(32552) 

Consolidated 

$10,790.4 

$10,142.7 

1*31.3 

Additions to long-lived assets 



North America 

$167.4 

$156 

$202,8 

Europe 

59.7 

35.1: 

33.4 

litis America 

37.2 

P 

as 

fete Melt 

9.9 

it 

4.7 

Coprate 

4.4 

6 

1,2 

Consolidated 

$278.6 

$2422 

$2557 

jij Mufe Australia and Asia, 




The Company’s largest customer; Wal-M art Stores, Inc. and its affil¬ 

iates, accounted for approximately 14% of consolidated net safes 

during 2004,13% in 2003, and 12% in 2002, comprised pnnci- 

pally of sales within the .United States. 



Supplemental geographic information is provided below for net 

sales to external customers and ting-lived assets: 


(minions) 

2004 

2603 

S2 

Net sales 




Initel States 

$5,968.0 

$56183 

nap 

United Kington 

859.6 

7461 

667.4 

Other fereip countries 

2,786.3 

,*6$S 

jpj$ 

Consolidated 

$9,613.9 

$8,8115 

$1304.1 

Long-lived assets 




United States 

$7,264.7 

lists 

$7,434.2 

'Med Kingdom 

734.1 

4351 

4235 

Other fereip countries 

648.2 

6276 

5846 

Consolidated 

$8,647.0 

$8,413.2 

$8,4423 

SuppIetTtental product information, is provided below for net sales 

to external customers: 




(millions) 

2004 

2003 

m 

North America 




Retail channel cereal 

$2,404.5 

wot? 

$2,140.4 

Retail channel snacks 

2,8014 

2,541 

2,581 

Oler 

1,163.4 

lift 

iifii 

International 




Cereal 

2,829.2 

aies 

JJii 

Snacks 

415.4 

m 

215:1 


NOTE 15 SUPPLEMENTAL FINANCIAL 
STATEMENT DATA 


(millions) 


Consolidated Statement of Eamings 

2004 

2003 

2002 

Research and development expense 

$148.9 

$1217 

$164 

Advertising expense 

$806.2 

$698.9 

em 


Consolidated Statement of Cash Flows 

2004 

2003 

2002 

Trade receivables 

$13.8 

(fit?) 

$146 

ifer receivables 

(39.5) 

11 

it 

Inventories 

(312) 

•Ml:- 

(26.4) 

awcuMf assets 

(17.8) 

.4 

If 

Accounts payable 

63.4 

848 

m 

'Ofter current liabilities 

(18.5) 

253 

83,8 

Changes in operating assets and liabilities 

($29.8) 

$44.4 

$1® 


Consolidated Balance Sheet 


2004 

2003 

Trade receivables 


$700.9 

$716,8 

Allowance ftr doubt! fjgpl: 


(13-0) 


'Ofcr receivables 


88.5 

m 

Accounts receivable, net 


$776.4 

$754,8 

Raw materials and .supplies 


$188.0 

$185.3 

Finished goods and materials in ppess 


493.0 

464,5 

Inventories 


$6810 

$649,8 

Deferred ifrcimt taxes 


$1019 

$1501 i 

Other prepaid assets 


145.1 

921 

Other current assets 


$247.0 

$ltt,l 

Land 


$78.3 

$75.1 

iuifdlhgs 


1,504.7 

1,4* 

Machinery and equipment 


4,7513 

4.5553 

Cittia® in progress 


159.6 

III 

Accumulated depreciation 


(3,778.8) 

mm\ 

Property, net 


$2,715.1 

$2,102 

Goodwill 


$3,095.1 

$3,098.4 

'Her intangibles 


2,067.2 

2,0615 

-Accumulated amortization 


(46.1) 

1151} 

ijiti 


837.3 

4411 

Other assets 


$5,953.5 

$5,574.6 

Accrued Sil taxes 


$96.2 

$1431 

Acoueet salaries and wages 


270.2 

.M 

Accrued advertising and promotion 


322.0 

St! 

Accrued: interest 


69.9 

iili 

Off 


332.2 

327,8 

Other current liabilities 


$1090.5 

$1,1633 

Nonpension postretirement benefits 


$269.7 

$291.0 

Deferred Bait taxes 


1187.6 

11621 

OfjKt 


337.3 

3143 

Other liabilities 


$1794.6 

$1»1 


Consolidated 


$9,613.9 


$8,811.5 


$8,304.1 

















































Management's Responsibility for 
Financial Statements 

Management is responsible fair the preparation of the Company's 
consolidated financial statements and related notes. Management 
believes that the consolidated financial statements present the 
Company's financial position and results of operations in conformity 
with accounting principles that are generally accepted in the United 
States, using our best estimates and judgments as required. 

The independent registered public accounting' firm audits the 
Company's consolidated financial statements in accordance with: the 
standards of the Public Company Accounting Oversight Board and 
provides an objective, independent, review of the fairness of reported 
operating tiftis and financial positron. 

The Board of Directors of the Company has an Audit Committee 
composed of four non-management Direct®rs> The Committee meets 
regularly with management, internal auditors, and the independent 
registered public accounting fffi to review accounting, internal 
control, auditing and financial reporting matters. 

Faraa} policies and procedures, including an active Ethics and 
Business Conduct program, support the internal controls, and are 
designed to ensure employees adhere to the highest standards of 
personal and professional integrity. We have a vigorous internal audit 
program that independently evaluates the adequacy and effectiveness 
of these internal controls. 


Management's Report on Internal 
Control over Financial Reporting 

Our management is responsible for establishing: and maintaining 
adequate internal control over financial reporting, as -such term is 
defined in Exchange Act Rules I3a-15(f), Under the supervision and 
with the participation of management, including our chief executive 
officer and chief financial officer, we conducted an evaluation of 
fli- effectiveness of our internal control over financial reporting 
based Oft the framew ork in Internal Control - Integrated Framework 
issued by the Committee of Sponsoring Organizations of the Treadw ay 
Commission 

Because of its inherent limitations, internal control over financial 
reporting may not prevent or detect misstatements. Also, projections 
of any evaluation of effectiveness to future periods are subject to ns* 
that coritofe may become inadequate because of changes in condi- 
or that the degree of compliance with the policies or procedures 
may deteriorate. 

Based on our evaluation under the framework in Internal Control - 
Integrated Framework, management concluded that our internal 
control aver financial reporting was effective as of January 1, 
2005 Our management's assessment of the effectiveness of our 
internal control over financial reporting as of January 1, 2005 has 
bain audited! by PricewaterhauseCoopers LLP, an independent 
registered public accounting frm, as stated in their report which 
follows on page 53. 



j effrey M. Boromisa 

SeniorVice President, Chief Financial jjffefp 


REPORT OF 

INDEPENDENT REGISTERED 
PUBLIC ACCOUNTING FIRM 

PricewaterhouseCoopers LLP 

To the Shareholders and Board of Directors 

of Kellogg Company 

Introduction 

We have completed an integrated audit of Kellogg Company's 
2004 consolidated financial statements and of its internal control 
over financial reporting as of January 1, 2005 and audits of its 
2003 and 2002 consolidated financial statements in accordance 
with; till standards of tile Public Company Accounting Oversight 
Board (United 1 States). Our opinions, based on our audits, are 
presented below. 

Consolidated Financial Statements 

in oar opinion, the accompanying consolidated balance sheets and 
the mated consolidated statements of earnings, of shareholders' 
equity and of cash flows present fairly, in all material respects, the 
financial position of Kellogg Company and its subsidiaries at 
January 1, 2005 and December 27, 2003, and the results of their 
alteration! and their cash flows for each of the three years in the 
period ended January 1, 2105 in cbfiformity with- iccounting 
principles generally accepted in the United States of America. These 
financial statftfTtents are the responsibility of we Company's 
management. Our responsibility is to express an opinion on these 
financial statements based on our audits. We conducted our 
audits of these statements in accordance wiMfie standards of the 
Pubic Company Accounting Oversight Board (United States). Those 
standards requite fiat we plan and perform fhf audit H 
obtain reasonable assurance about whither the financial 
statements, are free of material misstatement. An audit of financial 
statements includes examining, on a test basis, evidence 
supporting the amewnts and disclosures in the financial statements, 
assessing the accounting principles used and significant estimates 
made by management, and evaluating th® overall financial 
statement presentation We believe Ihit iur audits provide a 
reasonable basis for our opinion. 

Internal Control over Financial Reporting 

Also, in our opinion, management's assessment, included in the 
accompanying Management's Report on Internal Control over 
Financial Reporting, that the Company maintained effective 
internal control over financial reporting as of January 1,2005 
based on criteria established in Internal Control - Integrated 
Framework issued by (he Committee of Sponsoring Organizations 
of the Treadway Commisfitn f'COSO"), is fairly stated, in all 
material respects, based on those criteria. Furthermore, in our 
Sfislln, the Company maintained, in all material respects, effective 
internal coflroi over financial reporting as of January 1, 2005, 
based on criteria established in Internal Control - Integrated 


Framework issued by COSO'. The Company's management is 
responsible for maintaining effective internal control over financial 
reporting and for its assessment of the effectiveness of interna! 
control overfinancial reporting. Our responsibility is to express 
cmiops on management's assessment and on the effectiveness of 
the Company's internal control over financial reporting based on 
our audit. W e S r i1 our audit of internal control over financial 
reporting in accordance with the standards of the Public Company 
Accounting Oversight Board (United States). Those standards 
require that we plan and perform the audit to obtain reasonable 
assurance about whether effective internal control over financial 
reporting was maintained in all material respects. An audit, of 
internal control over financial reporting includes obtaining an 
understanding of internal control over financial reporting, 
evaluating management's assessment, testing and evaluating the 
design and operating, effectiveness of internal control, and 
performing such other procedures as we consider necessary ini the 
circumstances. We believe that wr audit provides a reasonable 
basis for our opinions. 

A company's internal control over financial reporting is a process 
designed to provide reasonable assurance regarding the reliability of 
financial reporting and the preparation of financial statements for 
external purposes in accordance with generally accepted accounting 
principles. A company's internal control over financial reporting 
includes those policies and procedures that (i) pertain fa the 
maintenance of records that, in reasonable detail accurately and 
fairly reflect tit transactions and dispositions of the assets of the 
company; * i* provide reasonable assurance that transactions are 
recorded as necessary to permit preparation of financial statements 
in accordance with generally accepted accounting principles, and 
that receipts and expenditures of the company are being made onli 
in accordance with authorizations of management and directors of 
f® company; and fiii) provide reasonable assurance regarding 
prevention or timely defection of unauthorized acquisition, use, or 
disposition of the company's assets that could havea material effect 
o-n the financial statements. 

Because of its inherent limitations, internal control over financial 
reporting may not prevent or detect misstatements. Also, projections 
of a ny evaluation of effectiveness to future periods a re subject to the 
risk that controls may become inadequate because of changes in 
conditions, or that the degree of compliance with the policies or 
procedures may deteriorate. 

f ^ ^ 

Battle Creek, Michigan 
March 1,2005 
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Board of Directors 


Back Row (left to right) 
Claudio X. Gonzalez 

(C,F,M ,N) 

Chairman of the Board 
Chief Executive Officer 
Kimberly-Clark de M exico 
M exico City, M extel 
Age H 
Elected 1910 

Gordon Gund 

(E,C,F,M,N*) 

Chairman and 
Chief Executive Officer 
Gund Investment Corporation 
Princeton, New Jersey 
Age 65 
Elected 1986 

John T. Dillon 

(A*,F,E) 

Retired Chairman and Chief 
Executive Officer 
International Paper CirSpany 
Stamford, Connecticut 
Age 66 
Elected 2008 


William C. Richardson, Ph.D. 

(E,C,F*,M ,S) 

President and 
Chief Executive Officer 
W. K. Kellogg Foundation 
Battle Creek, M ichigan 
Age 64 
Elected 1996 

Ann McLaughlin Korologos 

(C,M ,N,S) 

Senior Advisor 

Benedetto, Gatiand & Company Inc. 

New York, New York 

Chairman 

RAND Corporation 

Santa M onica. California 

Age 63 

Elected 1989 

A. D. David Mackay 

President 

Chief Operating Officer 
Kellogg Company 
Age 49 
Elected 2Q0S 


L. Daniel Jomdt 

(A,M ,C) 

Retired Cftairmin 
Walgreen Co. 

Deerfield 1 , Illinois 
Age 63 
Elected 2082 

John L. Zabriskie, Ph.D. 

(E,A,C*,N): 

Co-Founder 

PureTech Ventures, LLC 
Boston, Massachusetts 
Age 65 
Elected 1995 

Front Row (left to right) 
James M.Jenness 

(E*) 

Chairman of the Board 
Chief Executive Officer 
Kellogg Company 
Age 58 
Elected 2080 


Benjamin S. Carson, Sr., M.D. 

(E, N, S*) 

Professor and Director of 
Pediatric Neurosurgery 
The John' Hopkins M edical 
Institutions 
Baltimore, Maryland 
Age 53 
Elected 1997 

William D. Perez 

(AM*) 

President and 
Chief Executive Officer 
Nike Incorporated 
Beaverton, Oregon 
Age 57 
Elected 2000 

Dorothy A. Johnson 

(F.M.S) 

President 

Ahlburg Ciffipany 
Grand Haven, M ichigan 
Age 64 
Elected 1998 


E= Executive Committee 

A= Audit Committee 

S= Social Responsibility Committee 


C= Compensation Committee 
F= Finance Committee 
*Committee Chairman 


M= Consumer Marketing Committee 

N= Nominating and Corporate Governance Committee 





Executive Management Committee 



Corporate Officers 


J ames M. J enness* 

Cftairmasff the Board 
Chief Executive Officer 
Age 58 

A. D. David Mackay* 

President 

Chief Operating Officer 
Age 49 

Donna J. Banks* 

Senior Vice President 
Worldwide Product Innovation 
it Operations 
Age 48 

Jeffrey M. Boromisa* 

Senior Vice President 
Clief Financial Officer 
Age 49 

John A. Bryant* 

Executive Vice President 

President, Kellogg 
International 

Age39 

Annunciata Cerioli* 

Vice President 
fiBliltt 'Resources 
Age 43 

Celeste A. Clark* 

Senior Vice President 
Corporate Affairs 
Age 51 


Alan F. Harris* 

Executive Vice President 
Chief M arketing & Customer 
Officer 
Age 50 

Jeffrey W. Montie* 

Executive Vice President 

President, Kellogg North 
America 

Age 43 

Gary H. Pilnick* 

■Senior Vice President 
General 1 Counsel, Corporate 
Development & Secretary 
Age 40 

Alan R. Andrews 

Vice President 
Corporate Controller 
Age 49 

Margaret R. Bath 

Vice President 
Research, Quallf and 
Technology 
Age 40 

Bradford J. Davidson 

Senior Vice President 

President, U.S. Snacks 

Age 43 


Elisabeth Fleuriot 

Vice President 

Managing Director, France/ 
Benelux / Scandinavia 

Age 48 

George A. Franklin 

Vice President 

W o rid wide Government 

Relations 

Age 53 

Timothy R Mobsby 

Senior Vice President 

Executive Vice President, 
Kellogg International 
President, Kellogg Europe 

Age 49 

Michael J. Libbing 

iStt President 
Corporate Development 
Age 35 

Paul T. Norman 

Vice President 

President, U.S. M orning Foods 

Age 40 

David J. Pfanzelter 

Senior Vice President 

President, Kellogg Specialty 
Channels 

Age 50 


H. Ray Shei 

BeniorVice President 
Chief information Officer 
Age 54 

Kevin C. Smith 

Vice President 

Senior Vice President, 

U.S. M arketing Services 

Age 54 

J oseph J. Tubilewicz 

Vice President 
fijibal Procurement 
Age 57 

Juan Pablo Villalobos 

vice President 

Executive Vice President, 
Kellogg International 
President, Kellogg Latin 

America 
Age 39 

J oel R. Wittenberg 

Vice President 
Treasurer 
Age 44 


A. D. David M ackay 
Dona#}. Banks 
Alan F Warns 


Celeste A. Clark 
Jeffrey W. Montie 
Jeffrey M. Boromisa 


AaRufdata Cerioli 
John A. Bryant 
Gary H Sififelt 


* Member of Executive Management Committee 


Note: Italicized type denotes subsidiary or other sub-title 









Kellogg North America 

Products 

Kellogg's® cereals, croutons, breading and stuffing products 

Kellogg's Corn Flakes®, Kellogg's Frosted Flakes®, All-Bran®, 
Applejacks®, Corn Pops®, Crispix®, Froot loops®, 

Floney Crunch Corn Flakes®, M ini-Wheats®, Raisin Bran 
Crunch®, Rice Krispies®, Smart Start®, Special K®, Variety® 
Pak cereals 

Keebler® cookies, crackers, pie crusts, ice cream cones 
Pop-Tarts® toaster pastries 

N utri-Grain®, Rice Krispies Treats®, Nutri-G rain Twists , 
Special K® cereal bars 

Eggo® waffles, pancakes 
Cheez-lt® crackers, snacks 
M urray®, Famous Amos® cookies 
Austin® snacks 

M orningstar Farms®, Natural tilth®, Loma Linda®, 
Worthington® meat and dairy alternatives 

Kashi® cereals, nutrition bars and mixes 
Kellogg's Krave® refueling bars 

Vector® meal replacement products, 
energy bar nutritional supplements 


Kellogg International 

Products 

Kellogg's® cereals, breading products, cereal bars 

All-Bran®, Choco Big®, Choco Krispis®, Chocos®, Coco Pops®, 
Choco Pops®, Corn festies® Crispix®, Crunchy Nut Corn 
Flakes®, Day Dawn®, Kellogg's Extra®, Froot Loops®, Froot 
Ring , Frosties®, Fruit 'n Fibre®, Just Right®, NutriMSrain®, 
Optima®, Smacks®, Special K®, Sucrilhos®, Zucaritas® cereals 

Nutri-Grain®, Rice Krispies Squares®, Rice Krispies Treats®, 
Special K®, Kuadri Krispis®, Day Dawn®, Coco Pops®, Crusli®, 
Sunibrite®, Nutri-Grain Twists®, K-time®, Elevenses®, 

M ilkrunch®, Be Natural®, L£Ms® cereal bars 

Pop-Tarts® toaster pastries 
Eggo® waffles 
Kaos® snacks 
Keloketas® coo kies 
Komplete® biscuits 
Winders® fruit snacks 


Manufacturing Locations 


Manufacturing Locations 


San Jose, California 
Athens, Georgia 
Atlanta, Georgia 
Augusta, Georgia 
Columbus, Georgia 
M aeon, Georgia 
Rome, Georgia 
Chicago, Illinois 
Des Plaines, Illinois 
Kansas City, Kansas 
Florence, Kentucky 
Louisville, Kentucky 
Pikeville, Kentucky 
Battle Creek, M ichigan 


Grand Rapids, Michigan 
Omaha, Nebraska 
Blue Anchor, New Jersey 
London, Ontario, Canada 
Cary, North Carolina 
Charlotte, North Carolina 
Cincinnati, Ohio 
Fremont, Ohio 
Zanesville, Ohio 
titcaster, Pennsylvania 
M uncy, Pennsylvania 
M emphis, Tennessee 
Rossville, Tennessee 


Charmhaven, Australia 
Sydney, Australia 
Sao Paulo, Brazil 
Bogota, Colombia 
Guayaquil, Ecuador 
Bremen, Germany 
M anehester, Great Britair| 
Wrexham, Great Britain 
Guatemala City, 
Guatemala 


Taloja, India 
Takasaki, Japan 
Linares, M exico 
Queretaro, Mexico 
Springs, South Africa 
Anseong, South Korea 
Vails, Spain 
Rayong, Thailand 
M aracay, Venezuela 


Owner Information 


Corporate and Share 

World Headquarters 

Kellogg Company 
One Kellogg Square 
Battle Creek, M I 49016-3599 
(269) 961-2000 

Corporate website: www.kelloggcompany.com 
general information by telephone: (800) 962-1413 


Common Stock 

Li steel'ft# The New York Stock Exchange 
Ticker Symbol: K 

Annual Meeting of Share Owners 

Friday, April 29, 2005,1 00 p.m. ET 
Battle Creek, M tcHigarr 

A ; yi<eo replay of the orientation w ill be available on 
http7/investorkelloggs.com for one year For further Information 
call (269) 961-2830. 

Share Owner Account Assistance 

U S , Puerto Rico & Canada (877) 910-538ITI1I Free 
All other locations (651)450-4064 
TDD for hearing impaired: (651)450-0144 
Transfer agent, registrar and dividend disbursing agent. 

Wells Fargo Bank, N.A. 

Kellogg Share Owner Services 

P.O. Box 64854 

St, Paul, MN 55164-0854 

Online account access and inquiries' 

htt p ://w w w. w elisfargo. co m/sh areownefserviees 

Dividend Reinvestment and Cash Investment Plan 

The Dividend Reinvestment Plan (the * Plan") permits share own¬ 
ers of record to reinvest dividends from Company stock in shares 
of Kellogg Company. The Plan provides a convenient, economi¬ 
cal and systematic method of acquiring additional shares of stir 
common stock. Share owners also may purchase Company 
stock through voluntary cash 'investments of up to $25,000 per 
year; with the company paying all fees. 

If your shares are held in street name by your breler and you are 
interested in participating in the Plan, you may have your broker 
transfer the shares electronically to Wells Fargo Bank, N.A., 
through the Direct Registration System, 

For more details on the Plan, please contact Kellogg Share Owner 
Services at (877) 910-5385 or visit the DRIP section of our investor 
website, http //investor kelloggs.com. 

Certifications 

The most recent certif ications by mil Chief executive §ud chief 
financial officers pursuant to Section 302 of the Sarbanes-Oxley 
Act.Of 2002 are filed as exhibits to our Form 10-K. Our chief 
executive officer's most recent certification to the New York 
Stock Exchange wassubmlSM May 21, 2004. 

Independent Registered Public Accounting Firm 

PricewaterhouseCoopere LLP 


Company Information 

Kellogg Company’s website - www.kelloggcompany.com - con¬ 
tains a wide range of information about the Company, including 
news releases, financial reports, investor information, corporate 
governance, information, and recipes. 

Audio cassettes of annual reports for visually impaired share 
owners, and printed materials such as the Annual Report'fit 
Form 10-K, quarterly reports on Form 10-Q and other company 
information may be requested via this w ebsite, or by calling 
(800) 962-1413. 

Trustee 

BNY M idwest Trust Company 
2 North LaSalle Street, Suite 1020 
Chicago, IL 60602 

4.875% Notes - Due October 15, 2005 
6.000% Notes - Due April 1, 2006 
2.875% Notes - Duejunel, 2008 
6.600% Notes - Due April 1, 2011 
7.450% Debentures - Due April 1, 2031 

Kellogg Better Government Committee 

Bps committee is organized to permit Company share owners, 
executives, administrative personnel, and their families to pool 
their contributions in support of candidates for elected offices at 
the federal level who believe in sound economic policy and real 
growth, and who will fight inflation and un-erapioyment, try to 
decrease taxes, and reduce growth of government. Interested 
share- ow ners are invited to w rite for fuftfMSr information: 

Kellogg Better Govern riant Committee 

Attn: Neil G. Nyberg 

One Kellogg Square 

Battle Creek, Ml 49016-3599 

Investor Relations 

Simon D. Burton, CFA 
Director, Investor Relations 
(269) 961-2800 

e-mail: investor.relationsiakellogg.CQ'm 
w ebsite: htip:/|teve&Of.kellwjis corn 

Trademarks 

'■-wireughout this Annual Report, references in italics represent 
worldwide trademarks or product names ownedby-or used 
under license by Kellogg Company and/or its subsidiaries orth# 
other owners listed below. 

Pages 10 and 16: DISNEY 1$ a trademark of Disney Enterprises, Inc. 
Pages 9,10,12,14 and 16: SPIDER-MAN® the character ® & 
©2004 M afvei Characters, Inc. 

Page 10: OLYM PICS 36 USA 220506 

Page 10: CARTOON NETWORK is a trademark of Cartoon Network. 
Pages 10,11 and 16: SPONGEBOB SQUAREPANTS is a trademark 
Of Viacom international, Inc. 

Page 10: NASCAR is a trademark of the National Association for 
Stock car Auto: Racing, IRC. 

Page 10: THE INCREDIBLES is a trademark of Disney/Pixar 
Page 11: SCOOBY-DOO is a trademark of Hanna-Barbera 
Page 16: YO-GI-OM is a trademark of Konami Corp 



